United States
Department of
Agriculture

Economic
Research
Service

WRS-99-2
October 1999

Report Coordinator
David R. Kelch
(202) 694-5151

Authors

Jason Bernstein
Nancy Cochrane
Gene Hasha

David Kelch

Susan Leetmaa
Lorraine Mitchell
Todd Morath

Mary Anne Normile

=

INTERNATIONAL AGRICULTURE AND TRADE REPORTS
|

The European
Union’s Common
Agricultural Policy:
Pressures for Change

Situation and Outlook Series

Contents

SUMMANY . . e e 3
The European Union’s Common Agricultural Policy:

Technical Editor Pressures for Change—An Overview. . .. ............... 5
Diane Decker An Analysis of Agenda 200Q . . .. ... ... 15
Production/Design The Euro and the Agricultural Sector (Box) . . ............. 21
Wynnice Pointer-Napper Enlargementto the East. . . ... .. ovvueeee e 22
Victor Phillips, Jr. . .

WTO Pressures for Agricultural Policy Change. . .......... 33
Cover Photo Consumer Concerns Elicit Policy Changes . . .. ........... 45
Approved by the World Glossary of Agricultural Trade, CAP, and WTO Terms . . . . .. 53
Agricultural Outlook Board. List of Tables and Figures . . . . .. .. ... i 56

Summary released October 21,
1999. Summary and full report
may be accessed electronically via
the ERS web site at
http://www.econ.ag.gov.

2 0O The EU’s CAP: Pressures for Change/WRS-99-2/October 1999 Economic Research Service/lUSDA


Economic Research Service
For More Information on ERS Publications and Data
*************************************************
Visit the ERS web site located at:
   http://www.econ.ag.gov

Other reports are available from the products and services area
on the ERS web site:
   http://www.econ.ag.gov/prodsrvs/periodic.htm

For sales information on ERS publications:
   http://www.econ.ag.gov/prodsrvs/sales.htm

To contact the ERS Information Desk, please call:
   202-694-5050


Acknowledgments

The authors would like to extend sincere thanks to Mary Bohman, Cheryl Christensen, Erik Dohlman, Linwood Hoffman,

Jay Mitchell, Ralph Seeley, Richard Stillman, John Wainio, and Ed Young of ERS; Terri Dunahay, Bobby Ritchie, Bob Macke,
and Sara Schwartz of FAS; Carol Goodloe of the Chief Economist’s Office; David Stallings and Gerry Rector of the World
Agricultural Outlook Board; and Giovanni Anania and Klaus Frohberg for their valuable review comments; and to

Diane Decker, Wynnice Pointer-Napper, and Victor Phillips, Jr. for editorial and design assistance.

The U.S. Department of Agriculture (USDA) prohibits discrimination in all its programs and activities on the basis of race, color, national origin, gender,
religion, age, disability, political beliefs, sexual orientation, and marital or family status. (Not all prohibited bases apply to all programs). Persons with dis-
abilities who require alternative means for communication of program information (braille, large print, audiotape, etc.) should contact USDA’s Target
Center at (202) 720-2600 (voice and TDD).

To file a complaint of discrimination, write USDA, Director, Office of Civil Rights, Room 326-W, Whitten Building, 14th and Independence Avenue, SW,
Washington, DC 20250-9410 or call (202) 720-5964 (voice or TDD). USDA is an equal opportunity provider and employer.

Economic Research Service/lUSDA The EU’s CAP: Pressures for Change/WRS-99-2/October 1999 O 3



Summary

Agenda 2000 Lays Groundwork for EU Agenda 2000 does alleviate the WTO constraint on exports
Enlargement and WTO Negotiations, But for some commodities. With a lower government purchase
Pressures on the CAP Still Abound ’ price for wheat and expected higher world wheat prices,

the EU is forecast to export wheat without subsidy starting
In March 1999 the European Union adopted a reform pack- as early as 2002. Lower grain prices will also allow the EU
age—Agenda 2000- that attempts to smooth the process of to marginally increase pork, poultry, and egg exports with-
EU enlargement, ensures that the EU meets its commitmentsut subsidy. EU enlargement could also allow an EU-18 or
to the Uruguay Round Agreement on Agriculture, and eases EU-20 to become more competitive in world markets for
the pressures on the CAP budget. In undertaking these beef, pork, and coarse grains but only if the CEEC can
reforms, the EU has established its position for the upcom- successfully adopt all EU legislation and narrow quality
ing round of World Trade Organization (WTO) negotiations differentials by 2002. Implementation by the acceding
on agriculture. However, there are domestic market imbal- countries of EU measures demanded by consumers and
ances, WTO constraints, EU enlargement costs, consumer environmentalists may also restrict their imports of food
concerns, and CAP budget guidelines, which combine to  and agricultural goods.
form continuing pressures on the CAP. Agenda 2000 calls
for a review of the reforms; analysis in this report supports EU consumer and environmentalists’ concerns have resulted
the view that further reforms will be needed to address mar- in measures that could lead to trade disputes in the future.

ket imbalances. EU concerns with food safety have been heightened by
“mad cow” disease, and, with pressures from political
Agenda 2000 is not the first attempt to reform the CAP. activists and consumers, the European Commission has

Some of the features of the reforms, notably lowering of enacted legislation (labeling products containing genetically

prices and direct payments to farmers to offset some of theirengineered material, for example) that has disrupted U.S.

losses, are extensions of the reforms of 1992. Unlike previ- exports to the EU. Delays in approving genetically engi-

ous reforms, however, Agenda 2000 attempts to maintain theneered crops have significantly slowed U.S. corn exports to

CAP budget at its present level in real terms for the next 7 the EU and threaten U.S. exports of soybeans and soybean

years. Analysis presented in this report suggests that in spiteproducts. EU consumers are also concerned about the

of Agenda 2000, high stock levels of several commaodities  process of food production and have directed their attention

are likely to accumulate because of continued high yields, to animal welfare issues. The EU recently passed legislation

little or no growth in domestic consumption, WTO con- stipulating a minimum space per laying hen that will be

straints on exports, and EU enlargement to the East. phased in over the next few years. The EU Commission has
indicated that animal welfare issues should be addressed in

Analysis shows that EU enlargement to include the Central the next round of WTO negotiations.

and Eastern European countries (CEEC) of Hungary, Poland,

Estonia, Slovenia, and the Czech Republic in 2002 could On the whole, the analysis shows that internal market

bring additional budget pressures on the CAP. Enlargement forces, EU enlargement, and upcoming WTO negotiations

could also exacerbate the surplus problem for some com-  all put pressure on the CAP largely by undermining its

modities, particularly beef, pork, and rye. But many experts reliance on export subsidies to rid itself of surplus. Until

do not believe that these countries will be ready for EU these pressures force significant changes on the CAP, it will
accession until 2006 or later. Furthermore, the acceding continue to depress world markets as Agenda 2000 does not
countries will likely have difficulty adopting a very large substantially reduce incentives to produce and export agri-

number of EU rules and regulations required to meet mini-  cultural commodities.
mum quality standards, hence production response to higher
prices suggested by the analysis represent the upper bounds.
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The European Union’s Common Agricultural Policy:
Pressures for Change—An Overview

Provision for the Common Agricultural Policy (CAP) was integral to the agreements that estab-
lished the European Union (EU) and the CAP has been among the most important EU policies
administered and funded in common. Revisions or ‘reforms” of the CAP have been numerous,
in response to dramatic changes in agricultural realities and circumstances since the 1960s.
This article contends that the continuing need for revision results significantly from the interven-
tionist nature of the CAP, which manages agricultural prices, precluding automatic market-
directed adjustments of production and consumption to changing circumstances. Strong vested
interests will continue to limit reforms, allowing revisions only when the immediate political costs
of not reforming equal or exceed the costs of reform. [Gene Hasha (ghasha@econ.ag.gov)]

The Importance of the Common In March 1999, The EU adopted important changes in the
Agricultural Policy CAP as part of a reform package known as “Agenda 2000.”
The reforms adopted were less far-reaching than those
adopted by the Council of Agricultural Ministers in the pre-
vious year, which in turn were less substantial than the origi-
nal reform proposals of the EU Commission presented in
July 1997. Nonetheless, the reforms that were finally adopted
are significant. The Commission has identified humerous
pressures for CAP reform, which are presented below and
considered in greater detail in the articles that follow.

The European Union (EW)is the world’s largest agricul-

tural importer—and the world’s second largest exporter.
Agricultural production, consumption, and trade in the EU
are strongly influenced by government programs and poli-
cies. Over the last 30 years, the Common Agricultural Policy
(CAP) has brought about a massive reversal in the agricul-
tural trading position of the EU, transforming the world’s
largest importer of temperate-zone agricultural products into
the world’s second largest exporter of food and agricultural
products. During the 1980s, U.S. agricultural exports faced
increasing competition from subsidized EU exports. The

Analyses of Agenda 2000 policy changes presented below
suggest that the policy pressures identified will require,
eventually, more far reaching reforms than those recently

U.S. share of worlt_j wheat trade peake_d at45 peTce”t n adopted. A lack of immediacy—particularly regarding EU
1981, after averaging over 40 percent in the previous decadeenlargement and a WTO agreement, which are at least a few

Since 1989, the U.S. share has averaged less than _27 percerxl}ears away—appears to have diminished appreciation of the
The EU share of world wheat trade was 21 percent in 1981, jonqer term political and economic costs of not adopting
but has averaged almost 30 percent since 1989. more fundamental CAP reforms. The lack of immediacy has
thereby limited the scale of politically feasible reforms at

Although unsubsidized EU exports of some products have i
this time.

increased in recent years, particularly in times of high
prices, the CAP continues to insulate much of EU agricul-
ture from world market forces. This insulation largely
exempts EU producers and consumers from adjustments
required in the global agricultural sector and increases the
adjustments imposed on countries with open agricultural
markets. The CAP has significantly affected all countries
that depend on agricultural trade, and it remains a dominan
influence on international agricultural markets and trade.

Agenda 2000 is foremost a proposal for EU finances, non-
agricultural as well as agricultural. It replaces current arrange-
ments expiring in 1999 with a new financial framework for 7
years through 2006. The foremost focus of Agenda 2000 is the
budget challenges presented by enlargement of the EU to
tinclude countries in Central and Eastern Europe (CEE) begin-
ning as early as 2002. The prominence of the CAP in Agenda
2000 follows from its role in the EU budget—CAP budget
costs amounted to over $47 billion in 1997 and accounted for
I about 50 percent of all EU expenditures. The CAP accounted
; The EurfgSe?nl E?ch)réc;mir(]: CI(E)Encr:nunity (EEC) V\éas _crr]ea;]tecliE by the Trzaty of for as much as two-thirds of the budget in the 1980s. Agenda
Eg;nrgymComm.ur?ity and Ih: Europ\;t\;aa?’\ 'Efgfifd ggeltcimﬁiﬁﬁﬁi To ffr”rl'c 2000 addresses numerous agricultural proble'ms seen as results
the European Communities (EC). The Treaty of Maastricht established the Of the current CAP. Analysis of Agenda 2000 in this report
Européan UnionF(EU) inlgsazt.hzh;\al eotuglrrlw:rl] OSILX g;migrer: %C;]Udnf_fi&se m?)[;er details the expected growth in EU surpluses. Analysis of EU
TWheeStUnﬁgrgi}%’gdgamnfler’elan)g, and Denmark jc;inedgin 1é72. Other counq enlargement outlines the extent to which enlargement is
tries joined subsequently: Greece (1981), Spain and Portugal (1986), and expected to compound EU surplus problems. Agenda 2000
Sweden, Finland, and Austria (1995).
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Figure 1
Major Wheat Exporters, Shares of World Trade
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Source: Economic Research Service, USDA.

also seeks to prepare EU agriculture for upcoming WTO nego-kets, and 3) joint financial responsibility. Employing a vari-
tiations. The analysis below identifies ways in which Agenda ety of mechanisms, the original CAP provided support gen-
2000 reforms are likely to affect EU positions in WTO multi-  erally by maintaining stabilized internal prices well above

lateral trade negotiations. world prices for unlimited quantities of most products.
CAP mechanisms insulated domestic markets from world

The Origins and Essential market forces, exempting EC producers and consumers

Character of the CAP from the adjustments that otherwise would have been

i i required. Import levies also provided substantial revenues
The essential character of the CAP was determined by the for the EU budget

circumstances surrounding its inception in the late 1950s.
The Treaty of Rome provided for a common agricultural
policy that would: 1) guarantee food supplies at stable and
reasonable prices; 2) ensure a fair standard of living for
farmers, and 3) improve agricultural productivity through
technical progress and develop more rational production

Support regimes varied, but for the major products, includ-
ing grains, milk products, and beef and veal, support

involved variable import levies, unlimited intervention pur-
chasing at guaranteed price levels, and variable export subsi-
- dies or taxes as required. Production controls were found
systems that would employ resources more efficiently. necessary as early as 1968 for sugar. By the early 1970s, the

'I;]hosel gpalsbrefll(ecteéj W|deslf)rea_d r:JraI \llvelfa(ljre problems, 4 ety of other measures adopted included deficiency pay-
the relative backwardness of agricultural production In Many e for oilseeds, minimum import prices and purchasing

areas, and a perceived need for secure food supplies follow-y¢ o\, r01uses for fruits and vegetables, and subsidies for dis-
ing shortages that persisted for nearly a decade following tilling surplus wine

World War Il. Agriculture also presented a large “agricul-
tural vote,” employing a large proportion of the working
population in most European countries, over a quarter in
France, Italy, and Luxembourg (Bowler, lan R.). The CAP
adopted for the original six members was consistent with
the highly interventionist and protective policies previously
maintained by the individual members. Those policies
reflected the depression conditions of the 1930s and the
tight regulations imposed during World War Il, although
most EU countries had highly protective regimes to support
agriculture even before the twentieth century. (Bureau of
Agricultural Economics).

Changing Circumstances Shape Evolution of the CAP.
During its nearly 40 years, the CAP has achieved much
toward its original objectives. Those successes and other
dramatic changes in agricultural, political and other cir-
cumstances have changed fundamentally the nature of EU
agricultural policy deliberations. Most important has been a
technological revolution that greatly increased production.
Ample EU food supplies have been assured. However,
because CAP mechanisms generally control prices, pre-
cluding adjustments in production and consumption in
response to changing market prices, chronic surpluses also
have resulted. Structural surpluses led to significantly
changed political circumstances as budget costs increased
rapidly and international conflicts arose with other agricul-
tural exporters.

The CAP was based on three fundamental principles: 1)
free trade within the Community based on common prices,
2) preference for Community produce in Community mar-

6 O The EU’s CAP: Pressures for Change/WRS-99-2/October 1999 Economic Research Service/USDA



The technological revolution also has brought specializa-
tion and concentration in EU agriculture, and four decades
of economic growth have greatly reduced the role of agri-

culture in overall EU income and employment. Farm house-

hold incomes also have improved dramatically, equaling or
surpassing non-farm incomes in most EU countries.
(Buckwell, Allan et al). Collectively, these changes have
eliminated the post war “peasant” character of EU agricul-
ture in most regions. Of the CAP’s original objectives, only
“reasonable” prices and efficient resource use can be con-
sidered still at issue.

Other changes in the circumstances of EU agriculture have
shaped changes in the CAP. Three enlargements of the EU
have increased the diversity of agricultural conditions and
politics. In recent years, public concerns for the environ-
ment, food safety, and animal welfare have played a grow-
ing role in agricultural policy deliberations and, along with
budget costs, have added a negative aspect to the public
view of agriculture. The complexity and arbitrary nature of

duction or “market imbalances” and the large attendant bud-
get costs for export subsidies have been identified repeat-
edly as the fundamental problems prompting numerous
reforms of the CAP. The Treaty of Rome’s goal to modern-
ize EU agriculture and increase productivity was fully
achieved. However, the lack of mechanisms allowing mar-
ket-directed adjustments of production and consumption to
changing conditions turned technological success into the
CAP’s enduring surplus disposal problem.

Budget CostsWhen the EU was a net importer of most
agricultural goods in the earliest years of the CAP, the EU
budget benefited from substantial import levy revenues
while the cost of agricultural support provided through
high internal prices fell mostly on consumers. Concerned
with food security, consumers showed little reaction to
high prices. However, the emergence in the 1980s of sur-
pluses for most products presented a new problem—sur-
plus disposal. The EU has disposed of some surpluses
through subsidies for extraordinary domestic consumption,

CAP regulations and programs also have generated dissatisbut subsidized exports have accounted for the bulk of sur-

faction, even among farmers.

A strong parallel can be drawn between the EU today and

plus disposal. Surpluses also made the CAP a very costly
policy. Not only did the EU lose import levy revenues, but
subsidies required for export have been large because EU

the United States before adoption of the Federal Agriculture prices have been much higher than world prices. EU prices

Improvement and Reform Act (FAIR) in 1996. Until then,
U.S. agricultural policy maintained a strong continuity with
policies originally adopted in the 1930s in response to
depression conditions and an agricultural structure that was
similar in many ways to post-war Europe (Young, C. Edwin
and Paul C. Westcott). Modernization radically transformed
the structure and productivity of agriculture in the EU and
the United States since World War Il. Surpluses resulting
from the lack of a process allowing market-directed adjust-
ments eventually led both policy systems to introduce pro-

duction controls. In 1996, the United States abandoned sup-

ply controls for major agricultural products and reduced sig-
nificantly price support for program crops.

The Fundamental Pressure for CAP
Reform: Surpluses

High Prices, Technological Progress, and Surplus&snce

were lowered after 1992, reducing per-unit and total export
subsidies, but farmers received direct payments to compen-
sate for lost sales revenues, more than offsetting reduced
budget costs for export subsidies. A significant part of

the cost of agricultural support was transferred from
consumers to taxpayers.

The budget cost of direct payments has increased signifi-
cantly, accounting for 70 percent of all EU expenditures for
market support and direct aids in 1996 and causing total
spending on agriculture to increase 28 percent from 1991 to
1997. Benefits to farmers increased much less than budget
increases, since direct payments mostly offset reduced
prices. EU budget costs for agricultural market support and
direct aids remain high, amounting in 1997 to almost 41 bil-
lion ECU (over $46 billion) , over half of the total EU bud-
get. Agenda 2000 provides for a CAP budget of only 41.7
billion Euros by 2006, roughly equivalent to current expen-

the 1960s, the most important change affecting the CAP hasditures.? If adhered to, Agenda 2000 will end the growth in

been a revolution in productivity that transformed the EU
from a large importer of most agricultural commodities to a

major exporter of temperate-zone products. High and stable ™' , .
g With agricultural surpluses was another important change

surrounding the CAP—increased conflict among world agri-

prices have encouraged investment, restructuring, and rapi
and continuous adoption of modern production technology.
High prices also limited growth in EU demand. Given CAP

mechanisms, the inevitable result was the emergence of sur

pluses. As early as 1969, one-sixth of the EU wheat crop
had to be denatured, making it unfit for human consump-
tion, and subsidized for feed use in an attempt to balance
supply and demand. By the early 1980s, the EU had large
surpluses of most temperate-zone agricultural products and
emerged as a major exporter. Since the 1980s, surplus pro-

Economic Research Service/USDA

the EU agricultural budget.

International Relations and Commitmentélso associated

cultural exporters. During the 1980s, weak international

demand and lack of a production response to changing cir-

cumstances in exporting countries led to persistently low
international commodity prices. Global market problems

were widely attributed to domestic support policies that gen-

erated structural surpluses and the subsequent reliance on

21 Euro = 1 ECU at its adoption on January 1, 1999. US$1 = .953 Euro
during September 1999.
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Figure 2
EU Self-Sufficiency
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subsidized exports to dispose of them. The EU was the prin-

cipal source of subsidized exports. The United States
adopted significant export subsidies under the Export
Enhancement Program (EEP) beginning in 1985, originally
as a political and practical response to EU export subsidies.

Eventually, in the Uruguay Round Agreement (URA) of the
General Agreement on Tariffs and Trade (GATT), the EU

Opposition to CAP Reform:
Vested Interests

Among the multiple goals originally proclaimed for the
CAP, stable and politically acceptable farm incomes have
proven to be the paramount concern of EU policymakers.
The political sensitivity of farm incomes results from the
reality that the share of the EU civilian work force

and other countries agreed to reductions and permanent lim-employed in agriculture has always been far larger than the

its on subsidized export volumes and total subsidy amounts.

The EU still uses export subsidies on a scale vastly greater
than all other countries, accounting for 83 percent of world
agricultural export subsidies reported to the WTO in 1996
(Leetmaa, Susan E. and Karen Z. Ackerman). The potential
for future unsubsidized EU exports is presented in analyses
of Agenda 2000 proposals that follow.

Figure 3
WTO Export Subsidy
Notifications (Value), 1996

EU
84%

South Africa--9%

Switzerland--4%
United States--1%

Rest of world--2%

Source: Economic Research Service, USDA.
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share of gross domestic product (GDP) attributable to gross
value added in the agricultural sector. Agriculture employed
12 percent of the EU-9 workforce in 1968 but accounted for
only 6.3 percent of GDP. Without supplemental non-farm
income or agricultural transfers, the incomes of farm house-
holds would have been significantly less than those of non-
farm households.

The role of agriculture in total EU income and employment
has declined dramatically since the inception of the CAP.
The EU farm population has declined an average of 3 per-
cent annually since 1968, although the decline has been
more rapid in recent years, 4.5 percent annually from 1986
to 1996. However, agriculture’s contribution to GDP also
has continued to decline, by more than employment in per-
centage terms. EU agriculture employed just over 5.1 per-
cent of the EU-15 work force in 1996, but accounted for
only 1.7 percent of GDP. Nonetheless, EU farm household
incomes, including agricultural subsidies and income from
non-agricultural activities, have been raised to parity or bet-
ter in relation to non-farm incomes in almost all EU coun-
tries. Increased off-farm employment has played an impor-
tant role, but the contribution of transfers associated with
the CAP remains prodigious.

EU budget expenditures on agriculture alone are large, but
budget expenditures do not include transfers from con-

Economic Research Service/lUSDA



sumers through high prices. The Producer Subsidy Estimateequated by some with the integrity of the essential political

(PSE) calculated by the Organization for Economic
Cooperation and Development (OECD) is an indicator of
the value of all monetary transfers to agriculture resulting
from agricultural policies in a given year, including market
price support resulting from domestic prices that are above
world levels. In 1998, the total PSE for all products in the
EU was valued at almost US$130 billion, compared to
almost US$47 billion for the United States. OECD calcula-
tions attributed 45 percent of all EU producer receipts to

fabric of the EU itself.

A Selected History of CAP Reforms

Surpluses and growing budget costs have provoked numer-
ous CAP changes, adjustments, and special measures. These
adaptations generally have been referred to as “reforms,”

although not everyone agrees that the changes necessarily
were for the better. Pressures for reform have been strongly

policy transfers, compared to 22 percent in the United Statesassociated with conditions on world markets. Global short-

(OECD). Policy transfers would account for a much larger
proportion of farm income net of production costs.

ages in the mid-1970s accompanied by high world prices
actually facilitated significant increases in support prices for

some EU products, most notably grains, that were not

While changing circumstances have produced continuing

reversed when world prices returned to normal levels. Citing

pressures for change in the CAP, its beneficiaries have con- serious problems with agricultural surpluses and budget

sistently and effectively resisted reforms that would signifi-

costs and the chaos caused by subsidized exports in the

cantly reduce the CAP’s large policy transfers to agriculture. early 1980s, the EU joined other countries in the Punta del

Even though the EU agricultural population has declined,
the farm population still constitutes a critical “agricultural”

Este declaration of the GATT (1985) and later in OECD
Ministerial declarations (1987) in calling for multilateral

vote in many EU countries and the large benefits accruing toreductions in agricultural support and increased market ori-

farm interests have made them active political partisans in
most EU countries. CAP benefits have become progres-
sively more concentrated on a smaller percentage of farmers
that are relatively wealthy, reducing public support for the
CAP as a source of assistance to needy farmers. The rela-
tively smaller benefits accruing to a larger number of small
farmers remain important to those farmers, however, sus-
taining important political support for the CAP.

The benefits of the CAP (and the EU) are, for some coun-
tries, financed by other member countries through the EU
budget. Those national advantages associated with the CAP

are important political elements in all CAP reform delibera- 1982:

tions. EU programs benefiting less-developed rural and
regional areas are cornerstones of EU policy and the CAP.
Contributions to the EU budget are based partially on GDP,
also assuring that poorer EU countries benefit from EU pro-
grams, including the CAP. The Mediterranean countries and
Ireland have been the principal beneficiaries of CAP and
other EU programs. However, more developed countries
with relatively large agricultural sectors (e.g. France, the
Netherlands, and Denmark) also benefit.

Where there are winners, there also are losers who generally
support CAP reforms. Germany, and, to a lesser extent, the
United Kingdom have been the principal net contributors to
the EU budget. Germany’s political position as principal EU
paymaster has been complicated by its particularly strong
political need for high prices that results because German
farms are relatively small and German non-farm incomes
are relatively high. Of course, EU livestock producers and

agricultural processors are disadvantaged by high feed and 1988:

raw product prices. Less tangible, but always far from unim-
portant in the political balance is the CAP’s role as the prin-
cipal “common” policy of the EU, as reflected in the CAP’s

claim on the EU budget. The integrity of the CAP has been

Economic Research Service/USDA

1968:

1969:

1984:

1986:

entation in agricultural policies. Significant CAP “reforms”
have included the following:

Quotas for refined sugar were introduced.

With the CAP hardly fully established, the EU was
compelled to manage surplus wheat production by
initiating a program to denature wheat, making it
unfit for human consumption, and to subsidize its
use as feed. Wheat surpluses proved to be a recur-
ring phenomenon.

A principle was adopted that producers should
accept less support beyond some threshold produc-
tion level. “Guarantee thresholds” were adopted for
milk, sugar, cereals, rape, and tomatoes for pro-
cessing. Small support price reductions were indi-
cated but not mandated once production exceeded
threshold levels for 3 years.

By the end of 1983, EU stocks of skim milk pow-

der (SMP) totaled almost a million tons (983 kmt),
and stocks of butter were only somewhat smaller
(853 kmt). The EU was compelled to impose milk
delivery quotas. Originally considered temporary,

EU milk quotas are still in effect.

Milk quotas were reduced and regulations were
imposed on intervention purchasing of milk prod-
ucts and meat, effectively reducing the support
price level during periods of serious surpluses.

Again citing growing ‘structural’ surpluses, rising
budget costs, increasing inequalities among farmers
in terms of CAP benefits, and endangered interna-
tional relations, the EU adopted is first general pro-
gram to deal with ‘structural’ (i.e. persistent) sur-

The EU’s CAP: Pressures for Change/WRS-99-2/October 1999 0O 9



pluses (European Commission, 1988). Agricultural
‘stabilizers’ were adopted for about half of all agri-
cultural production, neglecting only beef among
major commodities. Stabilization measures varied
by product, but all established a ‘maximum guaran-
teed quantity’ (MGQ) of production beyond which
support would be automatically reduced. Budgetary
discipline was established by limiting the percent-

and is expected to provide long-term economic benefits. The
release of Eastern Europe from dominance by the former
Soviet Union in 1989, the reunification of Germany in 1990,
and anticipation of accession of the CEE countries have
helped to recapture and reinvigorate the goal and spirit of
European unification that had languished during the eco-
nomic doldrums of the 1980s.

age increases in CAP expenditures to no more than Analysis of enlargement presented elsewhere in this report

three-fourths of the annual percentage increase in
the EU’s GDP. Effective intervention prices were
reduced by stricter rules governing the quantity and
minimum quality qualifying for intervention pur-
chasing, shorter fixed periods during which agen-
cies were obligated or authorized to make purchas-
es, and purchase prices below official ‘intervention’
prices. The Commission declared that “for most
products, open-ended buying-in (unlimited govern-
ment support purchases) is a thing of the past.”

1992: Reforms commonly referred to as the MacSharry
reforms, after the agricultural commissioner who
championed them, represented a major departure
for the CAP. The reforms constituted genuine
reform in that the need for lower prices finally was
addressed. Reforms affecting 75 percent of produc-
tion were introduced progressively from 1993.
Cereal prices were reduced 30 percent, beef prices
15 percent, and dairy product prices 5 percent.
Other important changes also were adopted. EU
reliance on supply controls (already employed for
dairy and sugar) was broadly extended to include
mandatory land set-asides for arable crops. The
reforms also included a major shift toward support
through direct payments and reduced reliance on
market price support. Farmers received permanent
compensatory payments linked to land use for
arable crops to compensate for price reductions.
Growing public concern for the environmental
impacts of agriculture was addressed for the first
time with payments to induce farmers to adopt
environmentally favorable production methods.

Although the role of high prices was often recognized as the

details the changes in incentives that will result for CEE
farmers and the attendant impacts on markets and the EU
budget. The expected market impacts are mixed.
Enlargement appears likely to aggravate the budget and sur-
plus disposal problems for some commodities while provid-
ing some relief for others. The expected impacts on EU
agricultural markets are now much less than they were when
negotiations began a decade ago. Nonetheless, the budget
costs of enlargement for compensatory payments and vari-
ous rural development schemes are likely to be large.

A Negative CAP ImageThe European Commission consid-
ers the CAP to have a bad public image on several accounts.
The bulk of CAP benefits today accrue to larger, relatively
wealthy producers, undermining the CAP’s image as a
source of assistance to the deserving needy. The public also
is aware that high prices have encouraged intensive agricul-
tural practices with seriously adverse environmental

impacts. Finally, in response to a general aversion among
farmers and the public to the complexity and bureaucratic
rigidity of CAP regulations and administration, the
Commission included in Agenda 2000 provisions for “a
simpler, more understandable agricultural policy” that

allows for some decentralization in program decision

making in the allocation of EU direct payments.

Emerging Issueslssues relating to the safety and quality of
food and to acceptable methods of agricultural production
affecting the environment or animal welfare are considered
below. These issues have a growing role in EU agricultural
policy deliberations and may lead to new policies affecting
agricultural production, consumption, trade, and incomes.
Such regulations may significantly affect EU production
costs, decreasing EU competitiveness or decreasing EU
demand through price increases. How compensation pay-

root cause of surpluses, the political pressure to maintain farmments to farmers associated with such regulations affect mar-

incomes, without significant exception, has always proved
politically decisive in CAP reform deliberations. Policies
allowing market-directed adjustments in agriculture have
never been proposed. Throughout all reforms to date, the
CAP has continued to rely on bureaucratic management of
fixed prices and progressive extension of production controls.

Additional Reform Pressures

Enlargement.The EU appears firmly committed to the

eventual accession of many of the countries of Central and
Eastern Europe (CEE) to full membership in the European
Union. Enlargement is considered a geopolitical necessity
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kets and trade will be a major concern for other countries.

The Agenda 2000 proposals and various supporting docu-
ments have strived to justify significant direct payments to
farmers, regardless of ancillary impacts. Principal among the
proposals is a claim for the multifunctional nature of agricul-
ture that requires remuneration to farmers for their role as
stewards of the environment and the rural landscape. The
Commission has declared that “the fundamental difference
between the European model and that of our major competi-
tors lies in the multifunctional nature of Europe’s agriculture
and the part it plays in the economy and the environment, in
society and in preserving the landscape, whence the need to

Economic Research Service/lUSDA



maintain farming throughout Europe and to safeguard farm-
ers’incomes.” ( European Commission 1997). Most other
developed countries, including the United States, are unlikely
to accept that “multifunctional” objectives for agriculture are
unique to Europe. The successful pursuit of non-trade objec-
tives in agriculture with minimal market and trade distortions
can be well documented in non-European countries.

CAP Reform: The Fundamental Dilemma

The Commission has framed the current discussion on CAP
reform by declaring the need to “provide a solid basis for
ensuring the future development of the EU’s agricultural
sector.” EU policy makers and EU agriculture face at least
two realities that shape and limit choices for the CAP in the
future. The first is the certainty that productivity in EU agri-
culture, like productivity in the agricultures of the United
States and most developed countries, will continue to
increase more rapidly than domestic demand for agricultural
goods, ensuring ever increasing surpluses. Globally, agricul-
tural productivity increases in excess of world agricultural
demand have led to a decline in real world prices for most
commodities. A reduction in EU prices also would cause a
temporary reduction in the growth of resource use and pro-
duction, but increasing productivity would continue to
increase production from a lower level.

Expanding exports can provide an outlet for increasing sur-
pluses, offsetting reductions in agricultural employment or
production limitations that otherwise would be required and
maintaining incomes for a larger farm work force without
additional subsidies. However, the second reality facing the
EU is that current WTO commitments preclude continued
reliance on export subsidies to dispose of inevitable sur-
pluses with internal prices above world prices, and future
WTO negotiations may further restrict export subsidies.

Some may consider the severe budget contraints placed on
the CAP by Agenda 2000 to be a third reality—CAP spend-
ing limits through 2006 are not much greater than current
expenditures. That those limits to CAP financing are
immutable is not necessarily certain, but budget concerns

in years of relatively high world prices. Negative impacts
of lower prices on EU farm incomes could be ameliorated
by increased direct payments, given the political will for
adequate budget support. Uncertainty about the stability
of political support for direct payments understandably
causes many farmers to resist lower prices. Of greatest
concern to other countries is the extent to which EU
direct payments are decoupled from production decisions,
limiting impacts on markets and trade.

0 Managed Agricultural Production and Prices with
Limited ExportsThe CAP can keep prices above world
market levels by imposing ever more restrictive produc-
tion controls. In the longer run, employment in agricul-
ture and growth in agricultural incomes will be lower
without expanding exports unless government subsidies
are significantly increased. Agricultural processing indus-
tries also will be limited by high input costs and export
subsidy restrictions.

Taking a longer term view in its Agenda 2000 proposals, the
Commission opted to move toward a more competitive EU
agriculture, building on the principles established in the
1992 reforms. In its Explanatory Memorandum, the
Commission declared that “a future in high prices, protec-
tionism and bureaucratic steering of production [will lead]

to loss of international markets, falling home consumption
and, as a result, declining production in Europe. This model,
if it can be called that, may offer short-term comfort but
means inevitable decline in the longer run.”

Analysis of Agenda 2000 reforms indicates the current
reform can only be considered temporary, and at best
another step along the uncertain path to a more competitive
EU agriculture. Most importantly, the CAP changes already
adopted and the Commission’s earlier stronger proposal
retain a system of managed prices, with no provision for
open market-directed adjustments of production and con-
sumption. The limits to economic liberalization inherent in
the proposals are clear in the Commission’s declaration that
the ‘European Model of Agriculture’is a “competitive agri-
culture sector which cagradually face ugemphasis

added] to the world market without being over-subsidized,

are the principal issue in Agenda 2000 and pressure appearssince this is becoming less and less acceptable internation-

strong for CAP spending limits that allow very limited
growth. On the other hand, CAP budget costs account for
less than one-half of one percent of the EU’s GDP. In any
case, EU agriculture is left with two basic choices.

O An Agriculture Competitive on World Markets with
Expanding ExportsThe EU may lower prices to world
market levels, allowing surplus production to be exported
without concern for WTO limitations. Expanding exports
would offset production restrictions or reductions in agri-
cultural employment that otherwise would be required.

As the Commission has argued, long-term prospects for
agricultural exports are good. Price reductions adopted in
1992 already have allowed the EU to expand unsubsi-
dized exports of wheat, poultry, pork, and cheese, at least

Economic Research Service/USDA
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ally.” The Commission’s traditional concern for farm
incomes is clear in its observation that “seeking to be com-
petitive should not be confused with blindly following the
dictates of a market that is far from perfect. The European
model is designed to safeguard the earnings of farmers,
above all keeping them stable, using the machinery of the
market organizations and compensatory payments.” The
Commission’s commitment to market-oriented agriculture
clearly remains limited.

In the turn of political events, the momentum toward a com-
petitive agriculture that would have been attained by the
Commission’s proposals was twice reduced before a final
agreement was reached in March 1999 at the European
Council in Berlin. A review of the history of CAP reforms
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CAP Basics

The following are brief and simplified descriptions of selected
important Common Agricultural Policy (CAP) mechanisms:

Arable Crops—Combined with price support for some
crops (see cereals), farmers receive direct pay-
ments for the cultivation of cereals, oilseeds, pro-
tein crops, and potatoes grown for starch in return
for compliance with area set-aside requirements.

Compensatory payments—Farmers receive a direct
payment for each hectare planted, with oilseeds
receiving a much higher payment than cereals
and set-aside land receiving an intermediate
amount. A limit on total payments is imposed at
regional levels, which can reduce per hectare
amounts to all farmers. Durum wheat receives a
special per hectare payment in addition to com-
pensatory payments. Under Agenda 2000
reforms, payments for oilseed and set-aside area
will equal payments for cereals beginning in
2002. These direct payments were called “com-
pensatory” because they were provided in the
1992 reforms in compensation for significantly
decreased intervention support prices.

Compulsory set-aside-Farmers are required to leave
idle a minimum percentage of their land as a con-
dition of receiving compensatory payments. Set-
aside requirements are determined annually in
response to market conditions. Set-aside land can
be used for production of certain non-food crops.
Small farmers producing less than 92 tons of cere-
als are exempt from set-aside requirements.

the full set-aside payment. Regulations for volun-
tary set-aside vary by member state.

Cereals—The CAP supports cereals prices by remov-
ing supplies in excess of domestic demand
through intervention purchasing and the provision
of subsidies for export.

Target price—A designated “appropriate” price level
for all grains. The target price is not employed in
any CAP mechanisms.

Intervention price—the price at which wheat, barley,
maize, rye, sorghum, and durum wheat are pur-
chased at intervention, subject to minimum quality

standards. Adjustments are made for quality.
Minimum standards for wheat exclude feed wheat
from intervention. Intervention buying for barley
effectively supports feed wheat, oats, and other
minor grains indirectly, each obtaining a price in
the market reflecting its feed value relative to bar-
ley. Monthly increments are added to the interven-
tion price to cover storage costs and insure orderly
marketing over the season.

Maximum duty paid import price-155 percent of the

intervention price, including monthly increments.
Import levies are fixed biweekly for six categories
of cereals equal to the maximum duty paid import
price minus a representative c.i.f. import price at
Rotterdam. Before being abolished in 1995 as part
of Uruguay Round WTO commitmenisariable
import levieswere calculated daily from fixed
minimum import pricestfireshold price$ and the
lowest available market prices.

Export “restitutions” or refunds—Export subsidies

paid to bridge the gap between world prices and
the higher prices in EU internal markets. Export
refunds are fixed weekly either as offers at fixed
rates or through a tendering process. The provi-
sion of export subsidies also serves to support the
price of cereals and other products by removing
surplus supplies from EU markets before prices
are reduced to intervention levels. These export
subsidies have been called “restitutions” because
they are seen to compensate traders for the high
internal cost of exportable supplies.

Voluntary set-aside—Farmers may voluntarily idle  Oilseeds—EU support for oilseeds is limited to com-
land beyond compulsory requirements and receive pensatory payments. Oilseed prices are not sup-

ported through intervention or export subsidies.

Significant separate programs support olive oil.

Maximum guaranteed area-In correspondence with

the GATT Panel Agreement of 1992, EU compen-
satory payments for oilseeds are limited to 5.482
million hectares. A minimum 10 percent set-aside
is required to receive payments. If plantings
exceed that limit, payments are reduced cumula-
tively until plantings are within the limit. Set-

aside land can be planted to oilseeds for industrial
purposes up to a maximum production of 1 mil-
lion tons of soymeal equivalent.
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Projected reference priece The EU Commission’s
forecast for world oilseed prices that serves as the
basis for determination of the appropriate com-
pensatory payment for oilseeds. Oilseed compen-
satory payments are made in two installments, the
second of which can be adjusted when the actual
world price differs significantly from the
Commission’s preliminary estimate. This refer-
ence price is eliminated in 2000 under Agenda
2000 reforms.

Sugar—The EU provides high prices through guaran-
teed intervention for refined sugar. Production is
subject to quotas. The principal “A” quota is aug-
mented by an additional but much smaller “B”
quota for which a reduced price is guaranteed.
Export subsidies are provided for A and B sugar
not consumed domestically, but production
beyond the A and B quotas (“C” sugar) must be
exported without subsidies.

Dairy—The EU supports milk prices through inter-
vention buying of the principal milk products and
the provision of export subsidies for dairy prod-
ucts. Significant subsidies also are provided for
extraordinary domestic consumption of butter and
skimmed milk powder (SMP), including feeding
of SMP to animals. Because the bulk of EU beef
production is a joint product with milk in dairy
operations, support for beef also provides signifi-
cant support for dairy operations.

Delivery quotas—Since 1984, producers have been
subject to quotas for milk deliveries and sales for
direct consumption. Significant penalties are
imposed on individual producers if quotas are
exceeded.

Intervention milk price equivalent-The price of lig-
uid milk that is indirectly supported by interven-
tion buying of butter and SMP.

Private storage aids-Subsidies paid to ensure orderly
marketing over the marketing year.

Beef and Veal—The EU supports beef prices through
intervention subject to specific market conditions.
Storage aids are provided to manage seasonal
fluctuations, and export subsidies are provided for
disposal of surplus production. Producers also
receive direct payments.

Pork and Poultry—The EU provides export subsidies

Normal intervention—Intervention purchasing occurs
by tendering processes when the EU market prig
for a particular category of beef is below 84 per-
cent of the intervention price and prices for the
same category are below 80 percent of interven-
tion in an individual member state. Normal inter-
vention is limited to 350,000 tons in any year.
Normal intervention buying will be eliminated by
Agenda 2000 reforms; ad hoc intervention is still
provided for at the discretion of the Commission

Safety-net intervention-Extraordinary intervention
purchasing when prices are 78 and 60 percent
below intervention prices in the EU and an indi-
vidual member state, respectively. No limit is
imposed on safety-net intervention.

Private storage aids-Subsidies provided on the condi
tion that a quantity be stored for a designated tin
in order to deal with seasonal and other market
disruptions. Agenda 2000 reforms give a signifi-
cantly enhanced role for storage aids in manage
ment of the beef market.

—

Headage payments-Subsidies paid for male animals
at 10 months and 22 months of age, provided th
stocking density is 2 livestock units per hectare
or less.

Suckler cow premia—Paid for retention of suckler
cows for 6 months, if the stocking density is 1.5
livestock units per hectare or less. These premig
provide support for beef production without pro-
viding support to dairy.

to compensate for high internal cereal feed prices
and aids for private storage are provided for pork,
but no support through intervention is provided.
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makes clear that policy adjustments always have been mea-Agra Europe (London) LtdCAP Monitor London, continu-
sured, and generally not much greater than required to deal ously updated.
with immediate problems. The fact is that the 1992 reforms
were largely successful, and current EU surplus and budget Bowler, lan R. Agriculture under the Common Agricultural
problems are less severe than those that historically have  Policy. Manchester University Press. 1985.
triggered significant reforms.
Buckwell, Allan et al.Towards a Common Agricultural and
Implications for WTO Negotiations Rural Policy for E_urqpeReport of an Expert Group. The
European Commission. Brussels, 1997.

In the Uruguay Round of multilateral trade negotiations, the

EU failed to enter into negotiations with a clearly estab- Bureau of Agricultural Economics (ABAREAgricultural
lished and practical approach to trade liberalization issues, Policies in the European CommuniBolicy monograph
reducing its eventual influence over the final agreement. no.2. Canberra, Australia, August 1985.

Nonetheless, the EU’s tenacious position was clearly condi-

tioned by the significant CAP reforms of 1992, which were European CommissioiThe Agricultural Situation in the

achieved at great internal political cost. Expecting a continu- European Unioa-Annual reports for 1994-1997.

ing trend toward greater liberalization of international agri-  Previously,The Agricultural Situation in the Community

cultural trade, the Commission sought to have CAP reforms Annual reports. Brussels.

that could establish a unified EU position and send a clear

signal to other countries concerning the concessions that theEuropean Commissiogenda 2000—Commission propos-

EU is prepared to make. The Commission has maintained als: Explanatory Memorandum, The Future for European

that “Agenda 2000 is not an opening bid for the WTO nego- Agriculture Brussels, March 1997.

tiations, but rather the policy with which the outcome of

these negotiations must be compatible” (Agra Europe Leetmaa, Susan E. and Karen Z. Ackerman, “Export

Magazine, April 23, 1999). Subsidy Commitments: Few Are Binding Yet, But Some
Members Try to Evade ThemAgriculture in the WTO

It is likely that the CAP reforms recently adopted will affect Economic Research Service, U.S. Department of

EU negotiating positions, although other countries are not  Agriculture. Washington, D.C., December 1998.

likely to accept them as a blueprint for the next multilateral

trade agreement. Analyses of the ways in which Agenda  Organization for Economic Cooperation and Development.

2000 reforms will condition EU positions in WTO negotia-  Agricultural Policies in OECD Countries, Monitoring and

tions are presented below. WTO negotiations heighten the Evaluation, 1999Paris, 1999.

significance of agriculture’s political strength relative to

non-agricultural political forces. EU recalcitrance in agricul- Young, C. Edwin and Paul C. Westcdthe 1996 U.S. Farm

tural negotiations could be seen as an impediment to the  Act Increases Market OrientatipAgriculture Information

EU’s non-agricultural objectives. Additional changes in the Bulletin No. 726. Economic Research Service, U.S.

CAP will occur when the political and economic costs of Department of Agriculture. Washington, D.C., August 1996.

not changing it exceed the costs of change.
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An Analysis of Agenda 2000

The European Commission’s Agenda 2000 agricultural reforms will have little impact on U.S.
agriculture. The reforms will continue to move the EU away from price support mechanisms, but
will not eliminate the EU'’s surplus production problems. For most commodities, the Agenda
2000 reforms do not appear to be sufficient to make the EU competitive on world markets.
Therefore, the EU will probably continue to find it difficult to export above its Uruguay Round
commitments for most commodities. [Susan Leetmaa (sleetmaa@econ.ag.gov) and Jason

Bernstein (jasonb@econ.ag.gov)]

For the past 2 years, the European Union (EU) has been

European Council was even more watered down than that of

contemplating agricultural policy reform. At a summit meet- the farm ministers, calling for smaller cuts in support prices
ing in Berlin, the European Council, the heads of state of  and delaying the implementation of dairy reforms.

the countries that make up the EU, agreed on a reform pack-

age on March 26, 1999. The reform agreement, Agenda The final agreement calls for:

2000, is a 6-year (2000-2006) financial package that

includes agricultural policy reforms and is designed to ease [ reducing the grains support price 15 percent (18 euro/mt,

the enlargement of the EU to Central and Eastern Europe
(CEE) and prepare for World Trade Organization (WTO)
negotiations. Agenda 2000 includes reforms of the arable
crops (grains and oilseeds), dairy, and beef sectors. The
reforms will shift the EU further from price supports to
direct payments and modify supply control measures. The
agricultural policy reforms that were finally adopted were

considerably less substantial than those originally proposed

by the European Commission in July 1997.

Analysis of Agenda 2000 suggests that when the current
package is implemented, most EU agricultural commodities
will continue to be uncompetitive in world markets, as EU
prices will continue to be above world market prices. Thus,
the EU will continue to need subsidies to export most of its
agricultural products, and the volume of its exports will be

constrained by its WTO commitments on subsidized exports.
O delaying dairy reform until 2005/06 (original proposal

EU Farm Policy and Agenda 2000

Until the EU’s 1992 reform of its Common Agricultural
Policy (CAP), high internal prices provided the majority of
income support to farmers. The 1992 reform lowered EU
support prices, supplementing farmers’ income with direct
payments, and imposed a land set-aside for supply control.
Agenda 2000 builds on the 1992 reforms by further reduc-
ing prices for some commodities while compensating pro-

ducers for half of the price decline through direct payments.

Agenda 2000 was originally proposed in July 1997 by Franz

Fischler, the EU farm Commissioner. The European
Commission revised the original proposals and EU farm
ministers further revised Agenda 2000 on March 11, 1999.
The farm ministers’ proposals were less ambitious than the
Commission’s because they phased in the price cuts. The
Agenda 2000 package that was finally approved by the
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down from Fischler’s 20 percent, 24 euro/ton), to be
phased in over 2 years and to be partially offset by an
increase in direct payments (9 euro/ton);

O reducing direct payments to oilseed producers by 33 per-

cent over 3 years, equaling the grains payment in 2002
(originally no phase-in and a 28-percent cut);

0 setting the base rétef the required land set-aside for

arable crops at 10 percent during 2000-2006 (base rate
was set at zero in original proposal);

O reducing the support price for beef 20 percent to 2,224

euro/ton (down from 30 percent originally to 1,950
euro/ton) to be phased in over 3 years and partially offset
by direct payments;

called for a 10-percent decline in price, and the most
ambitious proposal called for a 15-percent price decline
to be in place by 2003);

O increasing the dairy quota 1.2 percent in the first 2 years,

with the increase going to specified deficit countries and
starting in 2005, increasing the quota an additional 1.2
percent over 3 years for the remaining countries. (A 2-per-
cent quota increase was originally proposed to be allocat-
ed to young farmers and farmers in mountainous regions);

fixing total agricultural spending for 2000-2006 at 40.5
billion euros in real terms (originally the budget was
not fixed).

3The base rate is the default set-aside rate. To change the set-aside rate from
the base rate, the EU member countries would have to agree on a new rate.
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Analysis of Agenda 2000 assumed that the EU imposed price and other reforms to
align beef supply and use without allowing stocks to exceed
historic highs. The price of beef had to fall as much as 19

Model (ESIM). ESIM is used in formulating the official percent below intervention to keep stocks from exceeding

USDA agricultural baseline projections for the EU. The 800,000 tons.
Agenda 2000 scenario is compared to the 1999 USDA base- ,
line projections, which do not impose Agenda 2000. Potential Impact of Agenda 2000

Arable crops.Under the EU’s Agenda 2000 proposals, EU
Because the results are compared to USDA baseline projec-grain production would increase above USDA's baseline
tions, it is important to understand the underlying assump- projections. The baseline analysis assumes a land set-aside
tions that were made in developing the baseline. The base- of 15 percent for 2000-2002 and 17.5 percent for the
line assumes that the EU will use unreformed CAP mecha- remainder of the projection period. The 10-percent set-aside
nisms to meet its limits on subsidized exports. For grains, requirement will make more land available for production
the key policy mechanism has been the land set-aside to  than was assumed in the baseline. However, grain yields are
constrain surplus production. Increasing EU grain yields expected to be slightly lower than baseline projections, due
have generated large grain crops. Therefore, the set-aside to the 15-percent cut in price.
rates are higher in this baseline than in past baseline fore-

The impact of Agenda 2000 on the European agricultural
sector was analyzed using the ERS European Simulation

casts, from 5 percent in 1998/99, to 10 percent in Agenda 2000'’s impact on grains is contingent on world
1999/2000, to 15 percent from 2000/01 to 2002/03, and thengrain prices at the time of the reforms. Based on USDA
to the maximum of 17.5 percent from 2003/04 for the grain price projections used for USDA baseline analysis, the
remainder of the baseline. EU grain intervention price would be below U.S. wheat

prices but above the U.S. prices for corn, barley, and oats.
The baseline assumes that the EU will not increase interven-This would likely cause the internal EU wheat price to move
tion purchases and accumulate stocks beyond the historical above the intervention level, since EU wheat producers
average level. Accumulation of intervention stocks is viewed would receive the world price for their exports. The price of
as a short-term strategy for dealing with excess grain sup- other grains would remain at the intervention level. Growing
plies. For grains, it is assumed that any production in excesswheat in the EU would be more profitable than growing
of intervention purchases and on-farm use that cannot be  other grains, shifting some acreage out of coarse grains and
exported will depress the internal market price and dampen oilseeds and into wheat.
output. Therefore, to prevent large accumulation of interven-
tion stocks, market prices were allowed to fall as much as  The reduction in EU oilseed payments would initially cause
15 percent below current intervention levels for wheat and  a slight shift out of oilseed production, into wheat produc-
barley in the baseline, and up to 25 percent for other coarse tion. However, oilseed production would be slightly higher
grains. In the actual baseline projections, however, domesticthan USDA baseline projections, due to the imposition of the
market prices for these commodities rarely fell that far. The 10-percent set-aside (assumed to be 15 percent in 2001-2003
price of wheat fell as much as 2 percent below intervention, and 17.5 percent for the remainder of the USDA baseline).
but averaged 1 percent below intervention. The barley price
averaged 4 percent below intervention, falling to 15 percent Grain feeding would increase, due to the price cut, at the
only once. While the price of other coarse grains averaged expense of meal feeding. If the internal wheat price moves
17 percent below intervention and reached a low of 19 per- above the internal price of the other grains (since EU farm-
cent below intervention, stocks were allowed to increase ers could receive the higher world price on the export mar-
above historic highs. ket), wheat feeding would decline while feeding of barley
and corn would increase.
Unsubsidized export markets for the EU are possible but
only when the world price is equal to or greater than the The 15-percent price cut could make EU wheat competitive
average EU price. In the baseline the EU price for wheat  on world markets in 2000, compared to 2002/03 in our base-
falls below the world price, allowing unsubsidized exports  line, eliminating the need for export subsidies. However, the
of wheat to begin sometime in 2002/03. For pork and poul- proposed support price is well above USDA projected world
try, the baseline assumes that market prices adjust to clear prices for coarse grains (fig. 4). EU wheat exports would
the internal market and that more than half of all EU exportsincrease above USDA baseline estimates, while coarse grain
of pork and poultry are unsubsidized. exports would remain at the subsidized levels committed to
under the WTO.
Continued limited intervention for beef, a shrinking dairy
herd (due to yield increases and the dairy quota), and mea- The 15-percent cut in the EU’s intervention price will also
sures to encourage less intensive production methods are translate directly into lower import barriers for the EU. The
assumed to limit beef production. To prevent surpluses from maximum duty-paid price is set at 155 percent of the EU
accumulating in the face of lower consumption, the baseline intervention price. When the intervention price drops,
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Figure 4 go is into intervention stocks. According to our estimates,

Comparison of EU and World Grain Prices EU rye stocks could more than triple by 2007.
$/ton . . .
EU grains Dairy. Dairy reform has been postponed until 2005. However,
180 Corn Oats milk production will increase 1.2 percent a year due to the
160 | Barley / increase in the dairy quota. The quota will increase another
40 | e T Wheat 1.2 percent from 2005 to 2007. The support price for skim
120 | milk powder (SMP) will fall 15 percent over the same 3
100 1 —| _ years. The reduction in the butter price is not analyzed.
80 N Analysis of the EU’s WTO export subsidy notifications sug-
60 H gests that current dairy prices are too high to allow the EU
40 H to export dairy products without a subsidy. The EU will
20 U need to subsidize dairy product exports until at least 2005.
0 This could lead to difficulty in reaching certain markets, due

to subsidized export limits the EU agreed to in the Uruguay
Round Agreement on Agriculture (URAA). Currently, all

EU butter exports, nearly all SMP exports, and 82 percent of
cheese exports are subsidized (table 1). Because the 15-per-
cent price reductions are far smaller than the average export

2000 01 02 03 04 05 06

Source: Economic Research Service, USDA.

Figure 5 ) ] ] subsidies for both butter and SMP, the EU will probably
Changes in EU Production and Domestic need to subsidize much of its exports even after the dairy
Use of Grains Relative to Baseline in 2005 reforms are implemented. There is no EU support price for
Million tons cheese. However, butter and SMP are components in the
production of cheese. Therefore, dairy reform is not likely to
61 Wheat make EU cheese competitive in most markets.
S5r |:h§|oarse grains
4T Oilseeds Beef.The EU currently holds nearly a million tons of beef
3T stocks, in part due to the bovine spongiform encephalopathy
2 r (BSE) crisis, which curtailed demand. Holding these stocks
1 is costly and because of high EU beef prices, production has
0 exceeded consumption. The beef reforms were proposed to
-1 reduce the EU’s beef stocks.
-2+
-3k Due to lower feed costs and increases in the dairy quota and
Production Consumption direct payments, beef production will decline only slightly,
since about 70-80 percent of EU beef is a byproduct of the
Source: Economic Research Service, USDA. dairy herd. Only if the full 20-percent cut in beef prices is
passed on to the consumer will consumption be stimulated
import duties will decline as well. It is possible that pre- enough to eliminate EU beef stocks. If only half the price
mium wheat such as U.S. Dark Northern Spring wheat, cut reaches consumers, the EU could reduce beef stocks to

Canadian Western Spring wheat, and maybe even U.S. Hardabout 150,000 tons by 2007.
Red Winter wheat could enter the EU duty-free. However, it
will be easier for these premium wheats to enter the EU Because the EU’s market price for beef is so far above that
early in the marketing year, due to a 1 euro/ton increase in in other world markets, all EU beef exports must be subsi-
the payment for each month that intervention is open dized. Under Agenda 2000, the support price for beef will
(November to May) to compensate for storage costs, which decline 556 euro/ton, far less than the average export sub-
would increase the tariff.

Table 1--EU dairy products will not be competitive under

The EU currently has large stocks of rye, and the policy Agenda 2000 reforms
changes in Agenda 2000 will likely lead to further increases. Percent of Percent of 15-
Production of other coarse grains (mostly rye and oats) Average  exports  Average  exports  percent

exceed our baseline estimates (due to the 10-percent set- subsidy  subsidized  subsidy  subsidized reduction

aside that was assumed to be 17.5 percent in the baseline). Eiﬁ)?oen 95/96 Eiﬁfjn S6/o7 gcﬂ;ii
Additionally, rye feeding would decline, as barley and corn g er 1,750 100.0 1,999 100.0 492
command the same price and are preferred feeds. With SMP 584 97.3 631 98.7 308
higher production, lower consumption, and the same export Cheese 1,036 82.5 675 85.7 N/A

volume, the only place for the additional rye production to  soyce: Economic Research Service, USDA.
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Table 2--Agenda 2000 will not make EU beef competitive on from 7 to 15 percent, compared to 33 percent under the

world markets baseline price scenario.
2000/01 20-

Percentof WTO percent

Average Subsidized exports  volume reduction

Comparison of ERS

subsidy exports  subsidized bound in price Analysis to Other Studies
Ecu/ton 1,000 tons 1,000 tons  Ecu/ton At this time, there are few published studies that analyze the
1995/96 1,478 1,019 92 impacts of the Berlin summit agreement on European agri-
1996/97 1297 1177 100 8217 556 culture. However, several studies have analyzed the impacts
Souce: Economic Research Service, USDA. of the original Agenda 2000 proposed by the European
Commission in 1997. We compare our analysis to two stud-
sidy of 1,478 euro/ton in 1995/96 and 1,297 euro/ton in ies commissioned by the European Commission, and two

1996/97. Thus, the EU would still need to subsidize its beef conducted by the Food and Agricultural Policy Research
exports, which would be constrained by the EU’s subsidized Institute (FAPRI ), one that analyzes the Berlin agreement

export commitments under the WTO. (UMC) and one that analyzes an earlier Agenda 2000 pro-
posal. The Commission analyses were conducted using the
Impact on the U.S. Farm Sector SPEL model at the University of Bonn, and the CAPMAT

The U.S. farm sector is likely to be little affected by Agenda model at the University of Amsterdam. It is difficult to com-

2000 with the exception of wheat. Only EU wheat exports pare the studies directly, because the Agenda 2000 scenarios

are likely to increase significantly due to Agenda 2000. The differ. Mor(_e |mportantly,_ base assm_Jm_ptlons, such as v_wllmg—
large increase in EU wheat exports will drive down the world ness to build stocks, price transmission between institutional
price of wheat about 4 percent by 2005. Consequently, U.S. and market prices, and macroeconomic and world price

wheat production would decline about 1 percent (less than a assumptl_(()jns, vary as .W: I Howr(?ver, Eer;_\r)z;l comlpa_rlsons
million tons) and consumption would increase slightly, dri- can provide some insight as to. ow the analysis com-
ving exports down by about 1.5 million tons pares to that of other organizations. We do not compare

dairy, since the reforms have been postponed until 2005.
The comparisons are made between Agenda 2000 and base-

EU producers of dairy, beef, and coarse grains will continue N
proau 4 grains Wi the line (pre-Agenda 2000) scenarios in 2005.

to be shielded from international market signals as their
internal prices will continue to be supported above world
prices, and the EU will need to subsidize its exports of those
commodities. The volume of subsidized exports is limited
by the EU’s export subsidy commitments under the WTO.
Therefore, exports are not likely to increase much above
WTO export subsidy limits, which will decline from now
until 2000, at which point they will be fixed. The next round
of WTO talks on agriculture are to begin at the end of this
year. At that point, export subsidies could be further cut or
even eliminated (as the Cairns group is pushing for).
Therefore, unless the EU undergoes further reforms and its
commodities reach world prices, exports of many EU agri-
cultural commodities could decline in the future.

Arable crops.The Berlin agreement reduces the mandatory
land set-aside rate from 17.5 to 10 percent, a smaller decline
than under the original Commission proposal, which

reduced the set-aside rate to zero. Since the final set-aside
rate under the Berlin agreement is higher, one would expect
smaller increases in arable crop area and production than
under the Commission proposal. However, set-aside
assumptions in the base scenarios vary by study, so arable
area increases vary considerably in the Agenda 2000 scenar-
ios. Additionally, price assumptions vary considerably

across the studies.

All studies find coarse grain consumption increases more
than wheat consumption, following the decline in market
prices. However, ERS analysis of the Berlin agreement indi-
cates a decline in wheat consumption, due to lower producer
prices for coarse grains that act as a substitute for feed
wheat. All of the studies except FAPRI-UMC find that

oilseed area will increase under Agenda 2000, resulting in
larger production. However, the ERS and SPEL studies find
that the increase in area will be smaller than the area com-
ing out of set-aside, while the CAPMAT and FAPRI studies
find that the increase will be greater than the area coming
out of set-aside. The SPEL study assumes that oilseed prices
will be lower than the other studies do, therefore oilseed
area increases much less than in the other studies.

This analysis is based on world price projections from the
official USDA baseline process from February 1999. If
world prices are higher than projected in that baseline, the
EU could be more competitive on world markets than pro-
jected. Conversely, if world commodity prices are lower
than baseline projections, the EU could be less competitive.

Since world prices have fallen over the past year, we have
run some simulations with lower world price assumptions.
Our results have not differed significantly, in that only EU
wheat becomes competitive on world markets. However,
with a lower world price for wheat, EU wheat production
and exports will not increase as much as when the official
baseline prices were used in our analysis. The increase in

EU wheat exports under lower world price scenarios ranged Livestoc_kAII of the studies find_that heef produ_ction will
be relatively stable, due to partially offsetting direct pay-
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Table 3--Changes from baseline results (i.e. continuation of 1992 reform) in 2005

Commodity ERS FAPRI-UMC EU-SPEL EU-CAPMAT FAPRI
Percent
Set-aside Base 17.5 10.0 17.5 5.0 10.0
Agenda 2000 10.0 10.0 0.0 0.0 0.0
Wheat Support Price -15.0 -15.0 -20.0 -20.0 -20.0
Area 6.4 4.0 6.3 8.6 12.3
Production 5.8 3.3 6.3 7.4 8.2
Consumption -2.9 0.1 1.9 24 1.8
Exports 33.0 5.4 N/A 18.6 37.8 1/
Coarse grains Support Price -15.0 -15.0 -20.0 -20.0 -20.0
Area 4.5 21 6.3 3.9 5.2
Production 25 1.2 5.8 24 3.2
Consumption 3.4 0.9 25 4.5 3.3
Exports 0.0 2.9 N/A 9.1 N/A
Oilseeds Area 6.1 -2.8 4.0 8.9 10.3
Production 5.0 -2.5 3.2 5.6 11.1
Consumption 1.2 0.1 0.6 -3.4 24
Exports 4.5 -3.1 N/A N/A -4.0 2/
Beef Support Price -20.0 -20.0 -30.0 -30.0 -30.0
Production -0.6 -2.2 0.5 -0.6 2.8
Consumption 7.0 3/ 2.8 3.1 7.8 2.3
114/
Exports 0.0 -33.6 N/A -26.5 0.0
Pork Production 0.4 -0.5 -0.6 1.6 0.8
Consumption 0.4 -0.6 -0.5 1.3 0.7
Exports 0.4 0.7 N/A N/A 211/
Poultry Production 1.0 -0.5 -1.3 2.2 0.5
Consumption 0.7 -0.6 -1.1 0.9 0.4
Exports 3.6 0.6 N/A N/A 2.01/

1/ Net exports. 2/ Net imports. 3/ Assumes full price transmission to the consumer. 4/ Assumes consumer price falls 5 percent.

Souce: Economic Research Service, USDA.

ments, lower feed costs, and the increase in the dairy quota.European Council will decide whether the initial Agenda
Beef consumption is projected to increase in all of the stud- 2000 reforms are producing the desired results. If budgetary
ies, though the magnitude varies. The ERS analysis finds commitments (or possibly WTO commitments) are not

that cuts in producer prices for beef more than offset the being met, the Council will call for further reforms.

impact of relatively lower feed costs on pork and poultry

prices, causing a relative increase in beef consumption. Conclusions

The European Commission’s Agenda 2000 package will
have little impact on U.S. agriculture. The reforms will con-
Yinue to move the EU away from price support mechanisms,
but will not eliminate the EU’s surplus production problems.

For most commaodities, the Agenda 2000 reforms do not
appear to be sufficient to make the EU competitive on world
markets. Therefore, the EU will probably find it difficult to
export above its Uruguay Round commitments for most
commodities.

Most studies find that pork and poultry production will rise
in response to lower feed costs and increased demand. Onl
the SPEL analysis foresees a drop of about 1 percent in
white meat production and consumption, as the large drop in
the price of beef leads consumers to substitute beef for
white meat. The consequent declines in the prices of white
meats outweigh the decline in feed costs, therefore produc-
tion declines. The ERS study finds that pork production and
consumption both rise about 0.4 percent. Poultry production
rises 1 percent while domestic consumption rises only about
0.7 percent. The difference between poultry production and
consumption is due to the increased competitiveness of EU
poultry exports vis-a-vis other countries.

Because EU politicians have repeatedly stated that Agenda
2000 will be the EU’s position in the upcoming WTO

round on agriculture, it is unlikely that the EU will be
pushing to further liberalize global agricultural trade. It is
I quite possible that Agenda 2000 will be a challenge to

The Possibility of Further Reform overcome for U.S. and other negotiators in the WTO trade
The EU has built in the ability to expand on the Agenda talks on export subsidies.

2000 reforms in the near future. Most commodities are

required to undergo a mid-term review, at which point the
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Agenda 2000 changes to EU agricultural policies

1999 EU policies

@ agricultural budget set at a moving ceiling of 1.27 per- 4 agricultural budget fixed at 40.5 billion euros per ye

cent of GDP
€ mandatory land set-aside 10 percent
@ cereal intervention price 119 euro/ton

@ direct payments to cereal producers of 54 euro/ton, or 4 direct payments to cereal producers of 63 euro/ton,
207 euro/hectare based on average regional cereal ref-

erence yields

@ direct payments to oilseed producers of 94 euro/ton, or 4 direct payments to oilseed producers of 63 euro/ton

359 euro/hectare based on average regional oilseed
reference yields

@ beef support price of 2780 euro/ton

@ suckler cow premium 145 euro/animal
& male bovine premium 135 euro/animal
€ SMP support price 2060 euro/ton

@ butter support price 3280 euro/ton

@ no payment per ton of milk produced
@ dairy quota set at 117 million tons

Agenda 2000

in real terms
€ mandatory land set-aside 10 percent
@ cereal intervention price 101 euro/ton

290 euro/hectare based on average regional cereal
erence yields

290 euro/hectare based on average regional cereal
erence yields

@ beef support price of 2220 euro/ton

@ suckler cow premium 200 euro/animal
€ male bovine premium 210 euro/animal
4 SMP support price 1750 euro/ton

@ butter support price 2790 euro/ton

@ 17 euro/ton of milk produced

@ dairy quotas set at 120 million tons

or
ef-

However, if Agenda 2000 does not produce the desired

results (meeting budgetary commitments and WTO limits),

Food and Agricultural Policy Research Institute,

“Implications of the Berlin Accord for EU Agriculture.”

the reforms could be revised as soon as 2003, after undergo- FAPRI-UMC Report #7-99, May 1999.

ing mid-term reviews.
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The Euro and the Agricultural Sector

by

Jason Bernstein

On January 1, 1999, eleven of the fifteen countries that

make up the European Union fixed their exchange rates and |east partial compensation for disparities between paymeifits

adopted a common currency, the euro. The euro will likely
affect intra-EU trade, as a common currency will eliminate
exchange rate risk and promote investment between euro-
zone countries. Most EU consumers will probably not be
significantly affected by the euro until 2002, when actual
coins and bills are introduced. For agriculture, the previ-
ously complex agrimonetary system was abolished so that
producers now receive a truly common set of prices and
payments throughout the euro-zone as a result of the fixed
exchange rates among euro-zone currencies. Agricultural
producers outside the euro-zone, while now facing a set of
exchange rates that could move against the euro, have a
modified agrimonetary system to receive support payments,
which means their payments will change as the exchange
rate with the euro changes.

almost 14 percent for ItakThe EC agreed to provide at

under the green rate and euro exchange rate systems.

For countries outside the euro-zone, the Commission
enacted a system that converted euros into national curre-
cies using the exchange rate on the day before the operarve
event, usually defined as the day a shipment was deliverg
or when the product was presented for intervention. For
direct payments, exchange rates were originally fixed

throughout the entire year using the daily exchange rate gh
January 1 for crops and on June 1 for livestock, but that [‘Ias
since been amended to monthly adjustments.

The longer-term effects of the euro on agriculture are not
certain. If the euro is stronger than its predecessor, the E
this would affect the euro/US dollar exchange rate, as we

—==

S

Unlike its predecessor, the ECU, the euro is expected to playEU and U.S. farm products. If the strength of the euro calles
a larger role in world markets and will probably be used, at the euro/US dollar exchange rate to appreciate, U.S. agrigill-
least to some extent, as a currency for financial transactions tural exports would be relatively cheaper on European an

rates with other trading partners, and the competitiveness“Ef

and central bank reserves. Moreover, monetary policy for
the euro will be controlled by a European Central Bank, not
by individual member countries. If the euro achieves the
kind of status and stability normally attributed to the U.S.
dollar on world markets, the euro could significantly affect
world agricultural trade and on the competitiveness of EU
and U.S. farm products.

The introduction of the euro did away with the complexities
of the agrimonetary system in the EU. On January 1, 1999,
all ECU-denominated prices were transferred into euro-
denominated prices on a one-to-one equivalent. For exam-
ple, the standard butter intervention price of 3282 ECU per
ton is now simply 3282 euros per ton in the euro-zone
instead of prices that varied by member state according to
the agricultural exchange rate (green rates) that differed
from official exchange rates. Green rates were abolished,
and all agricultural payments are now converted from euros
into national currencies (in the euro-zone) using fixed mar-

ket exchange rates. However, differences between the greenment spending. In addition, euro-zone countries have al

rates and the new euro exchange rates caused immediate
decreases in the level of support payments and prices in
national currency equivalents. For price support payments,

these decreases were quite small for euro-zone countries, in!n summary, it is unclear whether the euro itself will be a

the range of 1.1 to 1.9 percent. For direct payments, how-
ever, the range of these decreases was much higher, up to

1 According to an OECD paperh& Economic Consequences of the
Implementation of the Euro for the Agro-food Sec@®CD, March
1999.

world markets while European consumers would enjoy
cheaper imports and European producers would benefit fifim
better terms of trade and lower interest rates.

Many analysts have predicted that the euro will be relativelyf
stronger than the ECU, in part because of the mandate of t
European Central Bank to secure price stability, similar to p]ﬁ-
cies of the German Bundesbank before the euro. However,
there are many good reasons to believe that the euro will bg
weaker than expected, an argument backed up by the eurot
lackluster performance during the first few months of 1999.
the euro depreciates relative to the U.S. dollar, U.S. exports
would be relatively more expensive on European and world
markets and EU exports would be less expensive.

within the euro-zone to constrain domestic spending on
agricultural programs. By resigning control over monetal
policy to a European Central Bank, countries within the
euro-zone cannot increase money supplies to fund govejg-

The euro may also put pressure on individual EU countrjs

agreed to limit fiscal spending as part of a stability pact
coordinate economic development.

significant pressure for EU agricultural reform in the long
term. In the short run, however, the euro will usher in a ngiv
level of transparency in agricultural prices and payments
between member countries within the euro-zone.

2 Decreases in direct payments were larger because the green exclfinge
rate used for direct payments was frozen in June 1995.
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Enlargement to the East

In 1998 the EU began formal negotiations with five of the Central and East European (CEE)
countries for eventual accession to the EU. The five countries are Poland, Hungary, the Czech
Republic, Estonia, and Slovenia. Officially the target date for accession is 2002, but many
believe the CEE countries will not be ready until 2006 at the earliest. Analysis reported in this
article suggests that enlargement may bring pressures to the EU-18 in the form of additional
surpluses of beef, pork, and rye. However, the article points out several factors that could
reduce those pressures. One is that accession may be delayed, since the CEE countries still
must make several important institutional changes. Other important factors are quality differen-
tials between CEE and EU products and the changes that accession may bring to CEE land,
labor, and capital markets. [Nancy Cochrane (cochrane@econ.ag.gov)]

Formal negotiations began in March 1998 between the EU
and the five Central and East European (CEE) countries
identified as the first tier for eventual membership (Poland,
Hungary, Estonia, Slovenia, and the Czech Republic).

development in the CEE countries. But more assistance may
be needed than is now envisioned. Moreover, demands for

compensation payments will place an even greater strain on
the EU budget. The EU currently has no regulations stipulat-

Official statements by both sides identify 2002 as the target ing a minimum size for an operation to qualify as a farm.
date for accession. Recent, unofficial statements suggest thaPoland has 2 million farms, many with no more than 2

enlargement will most likely not occur before 2006. It is a
near certainty that enlargement to include at least some of
the CEE countries will eventually take place. It is far less
certain just how much pressure enlargement will place on
the CAP. Enlargement will have implications for the EU
budget, but the severity of such pressures depends on the
timetable for accession and the extent of restructuring that
the CEE countries manage to achieve before accession.

hectares. Hungary also has about 1 million small, mainly
subsistence farmers. All these producers, if still farming at
the time of accession, will be eligible for compensation pay-
ments. Most will also qualify as “small producers” and be
exempt from set-aside requirements.

Other factors, however, could mitigate these pressures. One
is simply that the CEE countries are highly unlikely to be
ready for accession by the target date of 2002. There are

One source of potential pressures on the CAP from enlarge-important institutional reforms that the countries must still

ment is the possibility of large surpluses of livestock prod-
ucts. Agriculture’s share of total GDP is considerably larger
in most of the CEE countries than in the EU. The share is
about 6 percent in Poland and 13 percent in Hungary and
the Czech Republic. The shares are much smaller in
Slovenia and Estonia. The CEE countries together are sur-

undertake before they are eligible. Most analysts believe that
the CEE countries will not be able to meet all the require-
ments for accession until 2006 at the earliest.

Another factor is that the surpluses that develop under
Agenda 2000 may not be as large as projected by the ERS

plus producers of grain and livestock products, and most of European Simulation Model (ESIM). For one thing, the
them produce these surpluses at prices well below those of price differentials between CEE and EU products result

the EU. The enlargement analysis presented later in this

partly from quality differences, particularly for livestock

chapter suggests that wheat and barley surpluses will not beproducts. Another consideration is that accession will likely
a serious problem for the enlarged EU, but surpluses of live-lead to important shifts in the primary factor (land, labor,

stock products and “other coarse grains” (mainly rye) could
grow significantly under Agenda 2000. Increased surpluses
of beef and pork could make it more difficult for the
enlarged EU to meet its WTO commitments regarding
export subsidies. See next section for further discussion of
WTO implications of enlargement.

Enlargement to the east will exert other types of budgetary
pressures on the EU. All five countries on the fast track for
accession will be eligible for infrastructure assistance from
the EU’s Structural Funds. Agenda 2000 already envisions
substantial outlays for pre-accession aid and infrastructure

22 O The EU’s CAP: Pressures for Change/WRS-99-2/October 1999

and capital) markets in the CEE countries. EU membership
will attract more foreign investment, and the structural funds
will generate more investment. These capital inflows could
put upward pressure on wages and land prices, while mak-
ing capital more readily available. These fundamental shifts
could alter the eventual structure of CEE output.

The following discussion will focus primarily on Poland and
Hungary because they have the largest agricultural sectors
of the five applicant countries and have the potential to gen-
erate large surpluses in the enlarged EU.
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A Realistic Timetable? Implementation of sanitary, phytosanitary, and animal wel-
- fare regulations. Poland and Hungary have made consider-
Before any country can be accepted for membership, it must ; o . .
meet the following criteria: aple progress in harmonizing their standards and .rggula_nons

with those of the EU. However, they lack the administrative
structures to enforce them. Poland’s Ministry of Agriculture,
for example, has no staff carrying out inspections at meat
plants, leaving inspections to be done by plant personnel.
An even more serious concern to the EU is inadequate
enforcement of sanitary and phytosanitary standards at bor-
der crossings with third countries. Checks at borders are
limited to controls on certificates and other documents.
Actual physical inspections are done at the destination.
These procedures do not comply with EU import rules with
third countries.

O develop stable institutions to guarantee democracy, rules
of law, and respect for human rights;

O develop an efficient market economy capable of competing
on the integrated market;

O demonstrate the ability to meet obligations of EU mem-
bership, including implementation of political, economic,
and monetary goals.

Nearly all the CEE countries applying for membership meet ) .
the first criterion. They have made substantial progress Larger livestock producers are becoming more aware of the
towards developing a market economy, but there are con-  €ventual need to comply with EU regulations on animal
cerns about efficiency, particularly in Poland. All five coun- Welfare, and some are making efforts to bring their opera-
tries have considerable work to do before they meet the ~ tions up to EU standards in this area. But animal welfare
institutional, economic, and monetary requirements. EU Ieg|slat|op harmonized with that of the EU has not yet been
Commission documents point out a number of institutional €hacted in any of the CEE's.
shortcomings in all the countries. _ o )

Alignment of market support policies with those of the EU.
The current EU position is that the CEE countries would 1€ EU Commission has pointed out that the support
have to immediately adopt all EU legislation upon accession, Schemes for pork in Hungary and Polar]d still need to be
which includes 20,000 laws comprising 80,000 pages apply- harmonized tp EU standards. The CI_EEs also need to mtrp-
ing to agriculture and food production alone. There are work- duce market instruments such as dairy quotas and set-aside
ing groups in the agricultural ministries of all the CEE coun- "€quirements. Of greater concern than the policies them-
tries reviewing these 80,000 pages and rewriting their own selves, is the need to set up the administrative structures to
legislation to conform to the EU laws. All the countries have administer CAP policies. Poles are of the opinion that the
made considerable progress towards harmonization of the ~ EU would find it administratively impossible to administer
laws. However, building the institutions needed to implement the accompanying production quotas and output registration
these laws and regulations is a much greater challenge. for 2 million farms. Rzeczpospolita Oct. 9, 1998

Hungary is considered more ready for accession than The entire market infrastructure of the CEE countries is also

Poland. In fact, the Hungarians have expressed fears that & concern by the EU. Current CEE market intervention

their accession may be held up by Poland's lack of progressadencies, particularly the Polish Agency for Agricultural

But the EU Commission points out some areas that HungaryMarkets (AMA), have powers that go well beyond the rather
still needs to address. Areas of concern for both Hungary ~ Passive role of the EU intervention agencies. Marketing

and Poland include lagging rural development initiatives; ~ Cooperatives, which are well developed in the EU for fruits,
compliance with EU sanitary, phytosanitary, and animal vegetables, sugar, dairy, and grain are rare in the CEE coun-

welfare regulations; land and credit markets; statistical tries. Wholesale markets are also underdeveloped.

reporting; and the ability to implement market support poli-

cies similar to the EU. The EU is also concerned about the governance of the
restructured production cooperatives that dominate the agri-

Rural development policieShere are large economic dis- cultural landscape in Hungary and the Czech Republic. These

parities among regions in both Poland and Hungary, and ent?ties have been privatized and are owned _and managed by
both countries still need to do more to improve infrastruc-  their members. But there are reports of conflicts between
ture and to generate non-agricultural employment. The EU Owner-members and workers. Managers often act indepen-

is already providing substantial pre-accession funds to dently without seeking guidance from representatives of the
address these shortcomings, and even more funds would members. In addition, there are still very close ties between
come after accession through the Structural Funds. But the Cooperative management and local politicians. As a resull,
EU complains that there is a lack of coordination in devel- Managers are often pressured to keep on surplus employees
oping and implementing rural policies; neither Poland nor ~ @nd are not entirely free to seek profit maximization.

Hungary has the administrative capacity at the regional level o o
to administer the development funds. Better functioning land marketslost land is privately

owned in Poland, most owners have clear title to their land,
and in principle, Polish citizens are free to buy and sell land.
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However, land markets remain undeveloped. According to a tage because of their lower wage rates. However, true com-
World Bank assessment (Debatisse, 1997), Poland needs arparative advantage is obscured to an extent by extensive
efficient system of contracts to transfer ownership, clear reg-support measures in place in the CEE countries, which pro-
ulations for using land as collateral, low-cost procedures for vide heavy subsidies to livestock producers in Hungary and
resolving disputes, and an easily accessible information sys-grain producers in Poland and the Czech Republic.
tem of land transactions, prices, and ownership.

Using the ESIM model, we analyzed the impact of Agenda
Hungary has even more serious impediments to a fully func-2000 plus enlargement on production and trade of grains,
tioning land market. Although most of Hungary’s land went oilseeds, and livestock of the CEE countries and the
into private ownership in the early 1990s, many land owners enlarged EU. The countries included in the analysis were
remain without clear title. Moreover, only individuals are Poland, Hungary, and the Czech Republic. We also obtained
allowed to own land. Because corporate land ownership is results for the EU-15 and the enlarged EU-18. The key
prohibited, corporations cannot use land as collateral. assumptions underlying the analysis were:

Both Poland and Hungary prohibit foreign ownership of O the CEE countries will immediately adopt the EU’s

land. EU negotiators insist that this will have to change on Common Agricultural Policy (CAP) in 2002, with no
accession; Polish and Hungarian officials believe they can transition period. Thus in that year CEE prices will adjust
continue to restrict ownership to their own citizens. to the prices laid out in Agenda 2000.

Improvements in statistical reportinghe EU is also con- O CEE producers will receive the same compensation pay-

cerned about Polish statistics, pointing to Poland’s need to ments and will be subject to the same set-aside require-

restore its farm registers and provide better data on purchas- ments as their counterparts in the EU-15.

ing and distribution. Poland may not be able to get

Structural Funds if it fails to prepare sound regional statis- [0 CEE producers will be subject to the EU dairy quota,

tics. The EU also insists that Hungary strengthen its regional which was fixed at USDA's projected milk production for

statistics regarding unemployment and poverty, as well as each of the CEE countries in 2001. The dairy quota also

market price quotation systems. constrains CEE beef production, as more than half of the
beef produced is a product of the dairy herd.

The EU PHARE Program is providing significant assistance

to help the CEE countries overcome these institutional This analysis compares three scenarios for the CEE coun-
shortcomings. But even with PHARE funding and technical tries: the 1998 USDA baseline, Agenda 2000 without
assistance, it will take time to implement changes in all enlargement, and enlargement under Agenda 2000. The base

these areas. Most officials agree informally that the CEE ~ Scenario for the EU-15 was Agenda 2000 without enlarge-
countries will not be ready for accession until at least 2006. Ment, which was described in detail in the previous section.
The official statement is still that there will be no transition ~ The ensuing discussion of the results will focus mainly on
period, but several CEE politicians have stated that they will the EU-18 under Agenda 2000 compared with the EU-15
need some sort of transition period before they can imple- Without enlargement under Agenda 2000.

ment all EU legislation. o
To understand the results, it is helpful to compare the cur-

rent producer prices in the CEE countries and the EU-15.
When previous ERS analysis was done (Leetmaa, Jones, and
Seeley), CEE prices for nearly all commodities were sub-
Of the five CEE countries slated for earliest accession, only stantially below the prevailing EU prices. Thus the scenarios
Hungary is a net exporter of agricultural products to the EU run in that analysis assumed sharp increases in nearly all
(table 4). All five are net exporters of live animals to the EU prices on accession. In the years since that analysis, there
(mostly cattle), while Hungary and Poland are net exporters has been some convergence of CEE and EU prices. In fact
of meat and meat products, dairy products, and fruits and  wheat prices in Poland and the Czech Republic, thanks to
vegetables as well. Hungary is a net exporter of grain to the their domestic intervention schemes, are currently higher
EU, whereas the other four import grain from the EU. All  than the Agenda 2000 wheat price (table 5). CEE prices of
are net importers of feeds and processed foods. These tradeba_ﬂey’ corn and “other coarse grains,” however, are lower.
patterns suggest that the CEE countries have a comparative Prices of all CEE livestock products are below those of the
advantage in live animals, livestock products, fruits, vegeta- EU. Pork prices in the CEE countries are not as far below
bles, and dairy products with respect to the EU-15. For the the EU prices as they were a few years ago. Significant
most part these are labor intensive lines of production, and price gaps remain for beef and poultry.

the countries are able to maintain this comparative advan-

Competitiveness of CEE Agriculture and
Food in an Enlarged EU
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Table 5--CEE and EU prices forprincipal commodities

Commaodity EU Czech Rep. Hungary Poland
Dollars/ton

Wheat 113.47 119.33 72.28 130.19
Barley 113.47 104.29 63.88 110.81
Corn 113.47 104.29 65.28 95.50
Other coarse
grains (rye) 113.47 104.29 65.28 95.50
Soybeans 1/

Tariff (percent) 0.00 0.00 0.00 4.20

Index (number) 1.00 1.00 1.00 1.03
Rapeseed 1/ 230.00 0.00 246.39

Tariff (percent) 0.00 0.00 39.00

Index (number) 1.00 1.00 1.28
Sunseed 1/ 243.00 0.00 244.35

Tariff (percent) 0.00 13.00

Index (number) 1.00 1.09
Soymeal 1/

Tariff (percent) 4.50 0.00 5.00 8.30

Index (number) 1.05 1.00 1.04 1.06
Rapemeal 1/ 141.00

Tariff (percent) 0.00 0.00 0.00 26.30

Index (number) 1.00 1.00 1.00 1.19
Sunmeal 1/

Tariff (percent) 0.00 0.00 0.00 26.30

Index (number) 1.00 1.00 1.00 1.19
Cattle, beef and veal 1,560.71  1,051.81 984.38 689.00
Hogs, live weight 1,292.90 1,037.30 1,058.52 975.00
Poultry (ready to cook) 1,182.60 797.22 909.77 989.00
Eggs (retail) 1,256.30  1,017.76 1,208.67 1,731.40

1/ CEE prices for these commodities are not reported. Many of these
commodities are not produced in the CEE countries and for all these
commodities, the domestic price is assumed to be the world price plus
whatever tariffs are in effect. In these cases the price wedge is the
difference in tariff rates.

Souce: Economic Research Service, USDA.

The following general conclusions can be drawn from the
model results:

O Enlargement actually relieves some of the pressures on
the EU-18 grain sector. Total grain surpluses in the EU-
18 are nearly the same as in the EU-15 under Agenda
2000. Wheat and barley surpluses are reduced, but there
is a potential problem with expanding surpluses of other
coarse grains—mainly rye.

O There are potential problems in the EU-18 with growing
surpluses of pork and beef, which may make it difficult
for the EU-18 to meet its WTO commitments on export
subsidies.

O The EU-15 is not greatly affected by enlargement.
O U.S. exports are affected to a limited degree by enlarge-
ment. U.S. exports of corn and pork are slightly lower

than in the Agenda 2000 scenario without enlargement.
Exports of soymeal are slightly higher.

Economic Research Service/USDA

0 Among the CEE countries, small changes occur simply
because of Agenda 2000, in that Agenda 2000 brings
about changes in world prices. However, far greater
changes occur under enlargement. The changes are main-
ly in the livestock sectors. All three become much larger
exporters of beef, pork and poultry. There are smaller
changes in total net grain trade. As one might expect,
Hungary’s grain exports rise significantly, but these are
mostly balanced by increased imports by Poland and the
Czech Republic.

Grain. In the grain sector pressures from enlargement are
not as great as suggested by earlier analysis. The only mar-
ket that could experience problems is “other coarse grains,”
which is mainly rye. Stocks of other coarse grains in the
EU-15 are projected to triple under Agenda 2000 without
enlargement. With enlargement, the EU-18's net surplus of
other coarse grains could rise another 29 percent.

Pressures in the rest of the grain sector are actually relieved
somewhat because of enlargement. Net surpluses of wheat
and barley of the EU-18 are 6 and 13 percent, respectively,
below those projected for the EU-15 under Agenda 2000
without enlargement. The CEE countries switch from net
exporters to large net importers of wheat. Net imports of
barley decline, but the CEE countries remain net importers.

In the CEE countries, Agenda 2000 without enlargement
brings declines in grain prices of 2 to 5 percent against the
baseline in 2005. Under this scenario it is assumed that
CEE price and border policies remain constant and world
prices are fully transmitted to the domestic market. Under
this scenario there are small declines in production and
small increases in consumption, and the impact on net trade
is marginal.

Enlargement, however, brings some dramatic changes in
CEE grain prices, and the CEE response to those changes
has important implications for the EU-18. The most signifi-
cant changes can be summarized as follows:

Barley. Under the enlargement scenario, 2005/2006 barley
prices are 11 percent higher in the Czech Republic and 65

Table 6--EU-18: Changes from EU-15 under Agenda 2000, 2005/200¢

Commaodity Production Consumption Net surplus
Percent
Total grains 20.75 24.28 0.54
Coarse grains 27.29 26.24 57.24
Barley 14.45 17.13 -12.77
Corn 16.54 14.32 -9.75
Other 87.44 96.86 29.02
Wheat 14.74 22.28 -6.18
Oilseeds 12.16 7.01 1.74
Oilseed meal 5.84 11.36 21.33
Beef & veal 11.68 9.36 128.77
Pork 20.92 18.35 68.21
Poultry meat 1.12 1.13 1.08

Souce: Economic Research Service, USDA.
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Table 7--Hungary, Poland and Czech Republic: Changes in production, consumption, and net surpluses of key products, 2005/2006

Agenda 2000 without enlargement

EU enlargement

Commodity Production Consumption Net surplus Production Consumption Net surplus
Percent change from baseline
Coarse grains -0.33 -0.30 0.28 3.48 -8.58 -242.21
Barley -1.32 0.69 16.19 1.93 -2.61 -32.40
Corn 0.52 -1.89 -70.05 5.93 -29.04 -3,341.54
Other -0.19 -0.18 0.36 3.21 -3.38 -352.73
Wheat -1.79 1.89 -75.78 -9.01 6.18 -1,295.07
Oilseeds -0.67 0.04 -16.19 -17.57 -1.57 -434.09
Oilseed meal 0.08 -0.49 -0.87 -1.46 19.06 32.86
Beef & veal 0.91 -0.74 20.29 -0.34 -13.09 122.89
Pork 0.35 0.44 -0.80 8.37 -1.90 130.77
Poultry 0.28 0.36 5.26 3.75 -1.89 -310.00
Souce: Economic Research Service, USDA.
Table 8--CEE price changes, 2005/2006: Agenda 2000 and after enlargement
Agenda 2000 without enlargement EU enlargement
Commaodity Poland Czech Rep. Hungary Poland Czech Rep. Hungary
Percent
Barley -4.79 -4.19 -4.19 -7.58 10.94 64.52
Corn -1.66 -1.66 -1.66 -5.95 12.21 62.83
Other coarse grains -3.12 -2.16 -1.71 10.63 10.38 -6.22
Wheat -5.00 -5.00 -5.07 -19.72 -1.52 42.56
Oilseeds -2.49 -2.49 -2.49 -5.91 9.40 -4.12
Oilseed meal -3.67 -3.67 -3.67 -10.26 17.26 -4.25
Beef & veal 2.37 2.37 2.37 106.50 48.34 43.95
Pork -1.04 -1.04 -1.04 30.71 30.88 19.26
Poultry -1.24 -1.24 -1.24 13.60 54.54 23.00

Souce: Economic Research Service, USDA.

percent higher in Hungary than in the baseline. Barley
prices fall in Poland. The supply response is muted by the
set-aside requirements. However, consumption declines 3
percent, and 2005/2006 net imports fall from 962,000 tons
in the baseline scenario to 330,000 under enlargement. Net
imports rise slightly from the baseline under Agenda 2000
without enlargement. The impact on the EU-18 is a decline
in net surpluses of barley.

Figure 6
EU Net Barley Surplus: Under Agenda

2000 and After Enlargement

Mil. tons
9r EU-15
8 | Agenda 2000 EU-18
7 L
6 H
5 H
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2 L
l -
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Source: Economic Research Service, USDA.
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Other coarse grains.Rye makes up most of this category

in the CEE countries. With enlargement prices increase 10-
11 percent from the baseline in Poland and the Czech
Republic but decline 6 percent in Hungary. The supply
response is greater for rye than for barley because Poland is
by far the largest producer, and most Polish producers qual-
ify as small producers and are not subject to the set-aside
requirement. As with the other grains, demand falls and the
three countries switch from net importers of 274,000 tons in
the baseline scenario to net exporters of 696,000 tons.

For the EU-18 the net surplus of other coarse grains rises 29
percent over that of the EU-15 under Agenda 2000. As
pointed out in the Agenda 2000 analysis, EU-15 rye stocks
are projected to triple by 2007. The additional CEE sur-
pluses will further increase these stocks.

Wheat. According to our model results, accession of the
three CEE countries will not create pressures for the EU-18
wheat market. Enlargement causes prices to rise 45 percent
over the baseline in Hungary, while wheat prices fall in
Poland and the Czech Republic. Output declines in all three
countries. Hungarian producers switch to corn and barley,
since prices for those commodities rise even more than the
wheat price. Hungarian wheat exports rise despite the output
decline, since domestic demand falls more than output.
However, the rise in Hungarian exports is more than offset
by increased imports by Poland and the Czech Republic. In
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Source: Economic Research Service, USDA. Source: Economic Research Service, USDA.
2005/2006 the three CEE countries switch from net falls and surpluses rise. In 2006, net surpluses of beef, pork,
exporters of 859,000 tons under the baseline to net and poultry in the EU-18 are 29, 66, and 7 percent higher,
importers of 1.7 million tons. The result for the EU-18 after respectively, than those of the EU-15 in the Agenda 2000
enlargement is a 6-percent decline in the net surplus. scenario. The poultry surplus will most likely not present a

problem. However, the EU-15 already has a problem with
Oilseeds.Production, consumption, and net trade of oilseeds beef that will worsen under enlargement. Pork does not cre-
in the EU-18 after enlargement is nearly the same as in the ate much pressure for the EU-15 under Agenda 2000, but
EU-15 under Agenda 2000. The reason is that oilseed outputthe additional pork surpluses under enlargement will most
declines in all three of the CEE countries. The principal likely make it very difficult for the EU-18 to meet its export
oilseed produced in Poland and the Czech Republic is rape- subsidy commitments.
seed; sunflowerseed is the dominant oilseed crop in Hungary.
Polish rapeseed prices in the Agenda 2000 scenario are 4 The impacts of Agenda 2000 alone on the CEE countries are
percent lower in 2002 and 14 percent lower in 2008 than in  slight declines in pork and poultry prices (between 1 and 2
the baseline scenario. Production is down 9 percent, and percent) and a 3- to 4-percent increase in the price of beef.
exports almost disappear. Under the enlargement scenario, But these changes are dwarfed by the large price increases
area and production of sunflowers in Hungary are 24 percentfor beef, pork, and poultry that could come with enlarge-
lower than in the baseline scenario. This reflects the set-asidanent. In the enlargement scenario, pork output rises signifi-
requirement and a shift from sunflowers to grains. In the cantly from baseline levels in Poland and the Czech
Czech Republic, rapeseed prices are 13 percent higher in  Republic. Hungary’s pork output does not rise as much
2002 under enlargement than in the baseline scenario, but because the cost of feed rises significantly as well. Because
area still declines 11 percent. This apparent anomaly is most CEE meat consumption falls, exports rise.
likely due to the set-aside requirement.

The largest price increases are for beef—58 percent in
Imports of oilmeal by the EU-18 increase after enlargement. Hungary and 127 percent in Poland. But production
Total oilmeal consumption in the three CEE countries is 19 increases are constrained by EU controls on the size of the
percent higher under the enlargement scenario than in the dairy herd. Most CEE cattle are dual purpose dairy animals,
baseline (Agenda 2000 alone leads to a 1-percent decline inand those numbers will not respond much to changes in
meal consumption.) Hungary accounts for the largest share domestic beef prices. In Poland, for example, only one quar-
of that increase, as livestock producers substitute meal for ter of beef production is price-responsive in 2002/03. The
the more expensive grains. Imports of soymeal rise 4 per- remainder is a function of the exogenous dairy herd sizes.
cent in the Czech Republic and nearly 50 percent in
Hungary. Soymeal imports by the EU-18 are 22 percent However, the price rise causes beef consumption to fall

higher than in the EU-15 under Agenda 2000. drastically, and beef exports rise. Hungary’s exports, at
61,000 tons, are 50 percent higher under enlargement than
Beef, pork and poultry. Enlargement significantly affects in the baseline scenario. Poland’s beef exports double to

EU-18 meat production and consumption. CEE producers 112,000 tons. As a result, EU-18 beef exports are 29 percent
see significant rises in beef and pork prices and expand out-above those of the EU-15 under Agenda 2000.
put accordingly. At the same time CEE meat consumption
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Figure 9 cent lower under the enlargement scenario than under

EU Net Beef Surplus: Under Agenda 2000 Agenda 2000 without enlargement. Pork exports are hit
and After Enlargement harder, falling 6 to 7 percent. In contrast, soymeal exports
Mil. tons are 3 percent higher in 2002 and 5 percent higher in 2008
under enlargement.
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Other Considerations

1.4
Our analysis suggests that enlargement could lead to
1.2 increased pressures for the EU in the markets for pork, beef,
1.0 and other coarse grains. Under Agenda 2000, the EU-15 is
expected to have problems in these markets even without
0.8 enlargement, and the addition of the three CEE countries
could exacerbate these problems. However, there are three
0.6 issues, in addition to those considered in our analysis, that
0.4 may qualify the results. One set of issues has to do with
2000 01 02 03 04 05 06 07 08 09 quality differences between CEE and EU products. A sec-
ond concerns productivity increases that the Structural
Source: Economic Research Service, USDA. Funds could bring to the CEE countries. Finally, any analy-
sis needs to consider the impact of changes in the markets
Pork prices rise 23 percent in Hungary, 34 percent in for primary factors of production—land, labor, and capital—

Poland, and 25 percent in the Czech Republic. Hungarian that will come with enlargement.
pork production falls due to the rise in feed costs, but
Poland and the Czech Republic see pork output increase 10Quality issues. It is quite likely that the price differentials
and 9 percent, respectively. Pork exports rise 54 percent in underlying the model results are not all policy induced. To
Poland, while pork exports by the Czech Republic rise 10- some extent the differences are due to quality. Polish wheat,
fold to 124,000 tons in 2003, doubling to 253,000 in 2009. in particular, is generally regarded to be of rather poor qual-
The impact for the EU-18 is a rise in net pork exports of ity. Much of it is not of milling quality but is feed wheat,
264,000 tons. EU-18 pork exports continue to rise through- which will not be eligible for intervention in the EU. The
out the projection period, reaching 1.6 million tons in 2009, Polish wheat price has been kept high due to heavy inter-
against 1.1 million in the base scenario for the same year. vention. But in a single market, the Poles would not be able
to keep Hungarian wheat out of the country, and Polish
Hungary becomes a much larger exporter of poultry meat, asmillers might find it more profitable to buy Hungarian
exports rise from 66,000 tons to 107,000. On the other hand,instead of domestic wheat. As a result, Poland’s wheat out-
Poland becomes a larger net importer of poultry, with put could decline even more than projected by the model.
imports reaching 101,000 tons in 2003. Although poultry
prices climb 20 percent, production in Poland rises less than Quality is a more serious issue for the livestock sectors of
1 percent because of higher feed costs. On the other hand, Poland and Hungary. Much of the current price differential
consumption rises 3 percent as consumers substitute poultry between EU and CEE countries is due to lower quality and
for beef. The Czech Republic becomes an exporter of 23,000higher transactions costs in the marketing and distribution
tons. Poultry exports by the EU-18 reach 641,000 tons in sector. There is considerable variation in quality, particularly
2003, 10 percent higher than under the base scenario. in the hog sector. Hogs slaughtered at the top plants are gen-
erally of pretty high quality, often having a lean meat con-
Implications for U.S. Exports. For many commodities, EU  tent of 58 percent or more. But the hogs slaughtered at the
enlargement has a very small effect on U.S. exports. Net  smaller plants tend to have a higher fat content. The leaner,
U.S. grain exports, for example, are just half a percent lowerhigher quality carcasses generally command a higher
in the enlargement scenario than in the Agenda 2000 sce- price—both Poland and Hungary have a system of premia
nario without enlargement. Soybean and poultry exports for high quality carcasses. However, the live hog prices that
hardly change. One might expect beef exports to be affectedwere used in the model were an average for all hogs. All
as the CEE countries adopt the EU ban on imports of hor- hogs marketed in the enlarged EU will have to meet the
mone-treated beef. But again, according to model results, higher standards. Raising the quality of the meat requires
U.S. beef exports do not change much, principally because better feeding, which entails higher production costs. In
the CEE countries constitute a very small share of the U.S. addition, most CEE livestock producers do not now comply
beef market. with EU regulations on animal welfare; compliance would
increase production costs still further. For these reasons, the
There are some changes in exports of corn, soymeal, and higher prices that come with accession may not generate the
pork. Through the entire projection period, U.S. corn projected output increases.
exports are displaced by CEE corn and are nearly 2 per-
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CEE meat output will also be constrained by the very strict tal, which could significantly affect the structure of CEE

EU sanitary regulations governing meat processing. agriculture. CEE agriculture is now highly labor intensive
Slaughterhouses will have to install equipment for measur- because wage rates are low, and capital and other inputs are
ing back fat and apply the EUROP grading system to all relatively expensive. Wages could rise significantly after
carcasses. They will have to meet a formidable array of accession. If labor is fully mobile throughout the enlarged

requirements that include flooring, equipment, and separa- EU, there will be a tendency towards convergence of EU
tion of the “clean” from the “dirty” stages of processing. Of and CEE wages. Moreover, the Structural Funds and addi-
the 700 plants in Hungary, just 24 currently apply those tional investment that will likely come with accession will
standards. Poland has 7,000 slaughterhouses, but only 20 agenerate more employment in the CEE countries, putting
licensed for exports. Experts believe another 30 could be  upward pressure on wages. Higher wages will draw much of
upgraded. But half of Poland’s meat output and around 40 the labor out of agriculture and should lead to consolidation
percent of Hungary's comes from small plants that do not  of farms.
meet EU standards. Many of these operate on the “gray
economy,” and most will have to close down on accession. On the other hand, CEE exports of live cattle and horticul-
tural products to the EU are possible mainly because of low
Impact of institutional reforms on CEE commodity mar- labor costé. In addition, many experts, both from the EU
kets. To a large extent the problems of high costs and low and the CEE countries, have suggested that CEE farmers
productivity that plague CEE producers stem from the insti- could specialize in organic production, but this too is eco-
tutional shortcomings discussed and analyzed above. Polishnomically feasible only because of low labor costs. If CEE
quality problems arise from the country’s fragmented farm wages rise significantly after accession, the economic ratio-
structure and low use of chemical inputs. The fragmented nale for such specialization could dissipate.
farm structure persists because of a poorly functioning land
market and high unemployment in non-agricultural sectors. Land prices will also increase. Some CEE officials have
Subsistence agriculture continues to function as a social expressed the desire to retain some restrictions on land pur-
safety net, so farmers are reluctant to give up their land. chases by citizens from other EU countries during a transi-
High costs are attributable to inadequate transportation and tion period, but eventually, all EU citizens will have to have
communication systems and continuing bottlenecks in the the right to purchase CEE land. Higher land prices would
marketing and distribution system. The investment needed affect the production of all field crops, leading to more input-
to upgrade production and distribution has not been forth- intensive production. According to the model results, CEE
coming because of high interest rates, the perceived riski- grain yields remain substantially lower than EU yields after
ness of agriculture, and poorly functioning credit markets. accession, reflecting a continuation of current land-extensive
production practices. With higher land prices, these practices
These shortcomings will have to be addressed before the EUWIll no longer be economically rational. In the livestock sec-
will accept the CEE countries as new members. Many of the {Or, cattle would be more affected than hogs or poultry,
shortcomings are already being addressed through technical Pecause they depend more on pasture for their feed.
assistance and EU pre-accession funds. After accession the ] ) )
CEE countries can expect an even larger injection of cash The impacts of the Structural Fund_s and changes in relative
from the Structural Funds and private investment. According Prices of primary factors of production have not been ana-
to Agenda 2000, the EU has budgeted 3.1 billion Euros per lyzed in the modeling work done to date at ERS. This
year of pre-accession aid for the six applicants (the five CEE 'émains a subject for further research.
countries and Cyprus), of which 1.04 billion are for infra-
structure development and 1.5 billion are for technical assis- Conclusion
tance under the PHARE Program. After accession, all five  gyerall, it appears that pressures on the CAP from the
CEE's will be eligible for payments from the Structural impending enlargement are not as serious as previous analy-
Funds (the cutoff is 75 percent of average EU per capita  sjs indicated. Our analysis suggests that enlargement will

national income). These will be targeted specifically at infra- pying increased surpluses of other coarse grains, pork, and
structure improvement in the poorer regions of the countries. noyjtry, but will relieve pressures in other markets.

To receive Structural Funds from the EU, the acceding The pressures on EU-18 markets may be even less than our

countries will have to put forward specific proposals for analysis indicates. Results are misleading to the extent that
funding and provide 50 percent of the funding. Poland has

already come under fire for failing to draft good proposals
for PHARE funding, and there are doubts as to whether 4 A Polish cattle breeder explained that he raises cattle up to 200 kilograms

Poland’s officials will be able to make full use of potential and then exports them to Italy. According to him, the early stages of cattle

assistance from the Structural Funds rearing require a great deal of personal attention, while the latter stages are
’ less labor intensive. Caring for young cattle is not economical in Italy

because of high labor costs, so the Italians prefer to import young cattle
Changes in factor markets Accession will also bring some  from Poland and other CEE countries.

significant changes in the markets for land, labor, and capi-

Economic Research Service/lUSDA The EU’s CAP: Pressures for Change/WRS-99-2/October 1999 0O 31



price differentials reflect quality differences. The model also
does not measure the impact of the Structural Funds and

European Commissiodgricultural Situation and Prospects
in Central and Eastern European Countries: Summary

changes in price of primary factors. A more accurate assess-Report,June 1998.

ment of possible output increases will require an analysis of

the changes in cost structure that will come with accession.

European Commissioigricultural Situation and Prospects

Part of the changes in cost structure will come from the new in Central and Eastern European Countries: Poladdne

quality standards that will be imposed. Another portion of
the change will come from the changes in relative prices of
land, labor and capital.

1998.

European Commissiogricultural Situation and Prospects
in Central and Eastern European Countries: Hungalyne

Another caveat is the timetable for accession. For many rea-1998.

sons, most experts agree that accession is impossible until
2006 at the earliest. The CEE’s have a long way to go

before they meet all the institutional requirements for acces-

sion. In addition, there is growing opposition among pro-

ducers to accession, particularly in Poland. Polish producers

are highly suspicious of the CAP and are resisting the
changes they will need to make. Czech and Hungarian pro-
ducers view high support prices as the answer to all their
problems. But there is a large degree of ignorance among
producers in all the CEE countries about the full implica-
tions of accession. In interviews conducted by ERS
researchers, Hungarian livestock producers appeared con-
fused by EU animal welfare regulations. Polish dairy pro-
ducers expressed considerable confusion about EU dairy
quotas. A small poultry processor in Poland had heard that
the EU will require strict labeling of carcasses, but has no

Debatisse, Michel LPoland: Agriculture in TransitionThe
World Bank, Europe and Central Asia Regional Office, April
1997.

Debatisse, Michel LHungary, A Successful Agriculture
and Food Economy in Constant Search for Higher
Competitivenesd,he World Bank, Europe and Central Asia
Regional Office, October 1998.

Leetmaa, Susan, Elizabeth Jones and Ralph Seeley,
“Enlargement of the European Union to Central and Eastern
Europe: Obstacles and Possible Consequences of Policy
Harmonization,’"Regional Trade Agreements and U.S.
Agriculture, Economic Research Service, U.S. Dept. Ag.,
Agriculture Economic Report Number 771.

idea how such labeling is to be done. A more comprehensive
effort to educate CEE producers on the true costs and bene-Nagy, Maria Orban, Marta Stauder, and Marton Szabo, “The

fits of the CAP would better prepare them to continue pro-
ducing and to thrive in a single market.
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WTO Pressures for Agricultural Policy Change

An impending trade round that further liberalizes trade does not appear to be a threat to the
existence of the CAP but could constrict some commodity policies. EU enlargement does not
necessarily push the CAP into difficulty with the current WTO restrictions either, although some
commodities appear to be problematical for the CAP. The 1992 CAP Reform, Agenda 2000, and
CEE market measures have alleviated some of the potential pressures on the CAP and further
reforms along the line of the 1992 reforms and Agenda 2000 should put the EU in a good posi-
tion to defend the CAP. [Todd Morath (dkelch@econ.ag.gov)]

Agenda 2000 reforms and EU enlargement have implica-
tions for the EU’s ability to meet its Uruguay Round
Agreement on Agriculture (URAA) commitments, and will
affect EU negotiators’ ability to determine the outcome of
the next round of multilateral negotiations. The next round
of World Trade Organization (WTO) negotiations will
attempt to further liberalize agricultural trade by limiting
export subsidies and domestic support and increasing mar-
ket access. This article focuses on WTO pressures on EU
agricultural policy through its WTO commitments, particu-
larly the aggravation of internal supply-demand imbalances

The prospective EU enlargement to include the Central and
East European (CEE) countries of Poland, Hungary, and the
Czech Republic does not greatly alter the outcome for the
EU as a whole. If the Blue Box is measured against the
EU’s Aggregate Measure of Support (AMS- see glossary)
ceiling, an enlarged EU might have more difficulty meeting
its URAA domestic support commitments, although com-
bined EU Amber and Blue Box support is still expected to
remain below the final ceiling. Enlargement to include the
CEE countries could increase pressure on the EU’s export
subsidy volume ceiling for beef, dairy products, pork, and

and pressure on the EU’s system of intervention prices (the poultry, but is expected to give the EU more flexibility in

price at which the EU will accept commaodities into storage).

staying below its export subsidy ceilings for coarse grains.

The article also looks at whether EU market access commit-Finally, enlargement should have a largely neutral effect in

ments will lead to increased imports.

An analysis of the Uruguay Round tariff reductions reveals

terms of market access opportunities in the region.

Different approaches are used to gauge the relevance of the

that such reductions are not expected to create pressure on EU’s market access, domestic support, and export subsidy

EU intervention or internal balances. Further tariff reduc-
tions for most products in the EU will be needed in the
coming WTO trade talks to increase market access to the
EU. The EU could also agree to a large reduction in its
domestic support ceiling in the upcoming round of trade
talks. Analysis shows that the EU would still be under its

commitments. With respect to EU tariff reductions, projec-
tions of price gaps between the EU and world market are
compared with final EU over-quota tariffs (see glossary) to
assess whether these tariffs will remain too high to increase
market access. In the area of domestic support, the EU’s
price and income supports are compared to the EU’s final

domestic support ceiling because Agenda 2000 reforms are ceiling (65.1 billion euros), using model projections of EU

projected to keep the EU’s combined Amber Box (unaccept-

supply under the Agenda 2000 scenario (see previous arti-

able payments-see glossary) and Blue Box payments (transiele, “An Analysis of Agenda 2000"). It is also estimated that

tionary payments temporarily acceptable-see glossary)
below this level.

Agenda 2000 price reductions will relieve the current pres-
sure from the EU’s WTO export subsidy ceilings. The esti-
mates are based on 1995-97 data for average EU export sub-

For export subsidies, it appears that the EU’s volume export sidies per ton and changes in EU prices as projected in the

ceilings (only 79 percent of 1986-90 exports can be subsi-
dized) will continue to be binding for a number of products,
but only rye will be in chronic excess supply. The EU will

likely be able to agree to substantial reductions in its export

subsidy ceilings but only for wheat and other commodities

Agenda 2000 modeling scenario.

EU Tariff Reductions Not Expected To
Increase Market Access

such as pork and poultry that benefit from lower feed prices. In the Uruguay Round, countries bound their tariffs at maxi-

However, all commodities are subject to the volume and

mum levels and are reducing them over the implementation

value ceilings that constrain exports of commodities such as period (36 percent on average between 1995/96 and 2000/01

beef, dairy products, and coarse grains.
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for developed countrie$)in the EU, increased market

most for low-quality grades and least for high-quality grades

access could generate pressures for policy change for those(the EU also maintains a tariff rebate for high-quality wheat

products supported through intervention mechanisms, i.e.
grains, beef, butter, and skim milk powder. Increased
imports in combination with high production can create
pressure on EU balances; the tariff-inclusive import price
has to pull the domestic market price below intervention
levels to trigger intervention purchasing. If the pressure is

and barley). In 1995-97, the EU imported durum and high-
quality wheat, and malting barley in volumes that exceeded
reduced-duty tariff-rate quotas because of domestic needs.

EU imports of meats, eggs, and dairy products are subject to
specific tariffs (i.e., in euros per unit). EU tariff equivalents

sustained, stock accumulation would be chronic, making the for meats, eggs, and dairy products in 1995-97 varied

intervention price untenable.

To determine whether EU tariff reductions under the
Uruguay Round will lead to increased market access and
generate pressure for EU policy change, it is necessary to

widely by product (see fig.10). EU beef and butter—two
commodities subject to EU price support policies—were
priced higher relative to world markets than were pork,
poultry, and eggs, commodities not subject to EU price sup-
port policies, resulting in higher tariff equivalents. The EU

examine the extent to which there is “water” in the EU’s tar- intervention price for skim milk powder (SMP)—which is a

iffs for agricultural goods. A “watery” tariff is one that is

good approximation of the EU market price—averaged only

greater than needed to bridge the gap between the domestic10 percent higher than the world cif price. The markedly

and world price (in other words, a tariff is prohibitive to the
extent it is watery). This is important because lowering the
tariff will not increase market access until the tariff equals

different tariff equivalent calculations for butter and SMP
reflect the EU policy of subsidizing returns on milk produc-
tion mostly through the butter intervention price.

the percentage gap between domestic and world price. There

are different ways that a tariff may become “watery.” One
was the use of 1986-88 prices, which were significantly
higher than the prices resulting from the 1992 package of
EU CAP reforms, to calculate the base tariffs in the
Uruguay Round. So-called “dirty tariffication™—e.g., calcu-
lating a base tariff using the lowest import price rather than
an average import price—may also have contributed to
watery tariffs for some commaodities.

Methods

Calculating the margin of water is an empirical issue.

Results

A comparison of EU tariff equivalents with applied tariffs
during 1995-97 reveals a substantial margin of water in the
EU's tariffs for meats and dairy products (fig.11). Between
1995 and 1997, the EU's tariffs were very watery (i.e.,
much larger than necessary to bridge EU-world price gaps)
for SMP, butter, and eggs. For SMP and eggs, this stems
from a small price gap (tariff equivalent) and high tariffs.
For butter, although the price gap was large, applied tariffs
were in excess of 130 percent between 1995 and 1997.
There was also some wateriness in the EU’s tariffs for pork

Historical domestic and world prices are needed to measure and poultry, with over-quota tariffs substantially higher

the tariff equivalent (or percentage price gap), which is com-
pared to the over-quota tariff applied during the same period.

Representative worldif prices (inclusive of insurance and
freight costs) were selected from among countries that are

than the tariff equivalents.

The wateriness of the EU’s beef tariffs is perhaps most diffi-
cult to gauge, because prices differ substantially between the

large producers and exporters of a given product, of compa- major exporting countries, particularly the United States and
rable quality to a EU product, and at a level in the marketing Argentina. The wateriness of the EU tariffs for beef is much
chain that did not include direct or hidden subsidies. Where alower if only an Argentine price (Argentina is the lowest

farm gate, wholesale, éob price was selected, a 10-percent

cost exporter) is used, while it is substantially higher if a

freight/insurance margin was added to approximate the costscomposite Argentine/U.S. price is used.

involved in shipping the product to Rotterdam.

In theory, if an over-quota tariff is watery, imports should

The EU applies tariffs on grain imports based on a referencetake place only within the reduced tariff-rate quota (TRQ-
price system. The EU adjusts its tariffs so that the duty-paid see glossary) volumes. In table 9, the import data relative to

import price of wheat, barley, rye, corn, and sorghum is
maintained at 55 percent above the EU intervention price.

the TRQ volumes support the wateriness of tariff calcula-
tions for all commodities except chicken meat. The case of

However, the EU tariff can never exceed the maximum level chicken meat illustrates why it is important to check any

stipulated in the URAA (from 2000/01, 93-95 euros per ton

water calculations. While a comparison of wholesale broiler

for common wheat, corn, barley, and rye, and 148 euros per prices suggests there is water in the EU tariffs for chicken

ton for durum wheat). Because the tariff paid increases as

meat, the EU actually imported frozen boneless chicken

the import price decreases, this regime distorts market pricesvell above TRQ volumes in all 3 years of the study. In

5 For general information on WTO market access disciplines and changes to
EU market access policies as a result of the Uruguay Round, see the WTO

Briefing Room on the ERS website (http://www.econ.ag.gov/briefing/wto/).
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1995-97, the EU imported 46,000, 76,000, and 83,000 tons,
respectively, against an annual 15,500-ton TRQ. Since 1995,
the EU has twice invoked a safeguard on imports of frozen
boneless chicken meat.
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Figure 10
EU tariffs for Meat, Eggs, and Dairy Products: 1995-97 Average
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Source: Economic Research Service, USDA.

Figure 11
Water in EU Tariffs for Selected Commodities, 1995-97
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Table 9--Comparison of EU imports to TRQ volumes for meats and dairy products, 1995-97

1995 1996 1997
Commodity Value Volume TRQs Value Volume TRQs Value Volume TRQs
Mil. euros 1,000 tons Mil. euros 1,000 tons Mil. euros 1,000 tons
Beef and veal 694 162 234.4 682 180 235.6 786 200 236.3
Pork 39 14 75.0 89 37 90.7 116 46 102.4
Poultry meats 456 145 119.7 483 187 127.1 572 209 135.5
Chicken meat 220 78 65.4 271 121 70.2 337 140 74.7
Turkey meat 31 11 13.1 32 16 13.8 37 19 15.8
Eggs 3 3 81.7 5 5 95.2 6 7 108.7
Powdered milk 82 51 57.0 95 65 62.9 112 78 69.7
SMP 65 42 85 59 101 72
Butter 162 72 83.5 167 94 85.8 168 81 88.3
Cheese, of which 393 83 405 95 441 111
From Switzerland 303 48 280 47 274 49
Cheddar 39 16 17.3 53 18 19.7 84 27 22.1
Cheese for processing 16 5 8.5 23 9 11.7 26 12 14.9

Source: Import data are from Eurostat; TRQ data are from Schedule CXL, Europe Agreements, and CAP Monitor.
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The discrepancy highlights a shortcoming in the price com-

Agenda 2000 price cuts. Analysis suggests there will be no

parisons for meats, namely that carcass prices do not captureor little increase in EU market access for most products.

certain processing costs, for example the de-boning of meat.

This is partly due to lower intervention prices under Agenda

Inexpensive labor gives countries such as Brazil and Thailand2000, which will narrow the EU-world price gap not only
a cost advantage in labor-intensive processes such as the de-for beef and dairy, but indirectly for pork, poultry, and eggs

boning of poultry cuts, so that it is profitable to export to the
EU even in the presence of a 50-percent over-quota tariff.

by reducing feed grain prices.

Based on an inspection of EU import data, it does not appear The EU-world price gap for beef is projected to fall most
that over-quota imports are taking place in any other categoryrelative to 1995-97 levels, from nearly 100 percent to

of chicken meat besides frozen boneless cuts.

How does implementation of Agenda 2000 price cuts and
full Uruguay Round tariff reductions affect the wateriness of
the EU’s tariffs? The margin of water is determined by
changes in both the tariff equivalent (percentage price gap)
and the over-quota tariff. The price projections forecast

a narrowing EU-world price gap for all products except
poultry meats. Agenda 2000 price cuts will further narrow
the price gap. These factors reduce the tariff equivalent and
thus increase the margin of water. On the other hand, full
Uruguay Round tariff reductions and projections of a
strengthening euro act to decrease the margin of water,
because they make imports cheaper.

Agenda 2000 will lower the grains intervention price to

slightly more than 20 percent in 2004. This is due not only
to the 20-percent intervention price cut for beef under
Agenda 2000, but also to projections of a falling EU market
price (OECD price projections). As a result, there is a
marked increase in the wateriness of the EU’s beef tariffs.

While lower Agenda 2000 grain intervention prices will
reduce EU costs for poultry feeds, this only partly offsets
the projected widening of the EU-world price gap for broil-
ers. Combined with full Uruguay Round tariff reductions,
the water in EU import tariffs for poultry meats is expected
to decline substantially relative to the 1995-97 base period.

For SMP, butter, pork, and eggs, the water in the tariff is
projected to decrease as a result of the final Uruguay Round
tariff cuts, but not disappear. The most water remains in the

101.3 euros per ton, which effectively reduces the maximum EU’s SMP tariff, which will be much higher than needed to

duty-paid import price for grains to 157 euros per ton.
While lowering the EU grains intervention price will elimi-
nate the margin of water for grains priced above 157 euros
per ton (155 percent of the intervention price), it will reduce
but not eliminate the margin of water for grains priced
between 101.3 and 157 euros per ton, and will not reduce
this margin for grains priced under 101.3 euros per ton
(maintaining a 55-percent margin of water).

Figure 12 displays projections of water in EU tariffs for
meats, eggs, and dairy products, taking into account the full
implementation of Uruguay Round tariff reductions and

Figure 12
Water in EU Tariffs after Agenda 2000
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Turkey meat

make up the difference between the projected convergence
of EU and world prices.

Agenda 2000 alleviates pressure on the CAP in terms of
market access within WTO constraints because it increases
“water” in the tariffs. To the extent that Agenda 2000 paves
the way for CEE enlargement, less pressure on the CAP is
evident than without Agenda 2000. With or without enlarge-
ment, Agenda 2000 provides the EU with more negotiating
room than without Agenda 2000.

|
Eggs SMP Butter
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Price Support Reductions Take EU Far Agenda 2000— sugar, tomatoes, apples, and wine—
Below Domestic Support Ceiling remains at the 1995-97 average of 22.3 billion efiros.

Under the URAA, developed countries committed to reduc- EU market price (Amber Box) support is projected to fall 29
ing their Aggregate Measurement of Support (AMS) 20 per- percent to 35.0 billion euros, due to the cuts in intervention
cent from the base period level by 2000/01. The AMS prices for beef, grains, and dairy under Agenda 2000 (table
includes all forms of support that distort production or trade, 10). The gap between the EU and the external reference
and the reduction commitment relates to the total value of  price will fall, although a positive price gap (relative to the
domestic support aggregated across all commodities, rather URAA-fixed reference price) is projected to remain for all
than to individual commodities or commodity groups. products except durum wheat and oats. Although production
of grains under Agenda 2000 is projected to rise, overall
During the GATT trade negotiations, a traffic light analogy = market price support for grains falls because of the smaller
was used to rank policies under “Amber,” “Blue,” and price gap.
“Green” boxes, according to their potential to distort pro-
duction and trade. The Amber Box includes production and Lower support prices for beef account for much of the drop
trade-distorting policies such as market price support, direct in EU market price support. The current market support
payments, and input subsidies, and is subject to the reduc- price for beef (2,780 euro/mt) will be reduced by a total of
tion commitment. The primary component of non-exempt 20 percent over 3 years to 2,224 euro/mt in 2002; this new
EU domestic support is market price support. price being called the basic prie.

The Blue Box includes policies viewed as acceptable, but [N contrast to the fall in Amber Box payments, the EU's Blue
transitional measures that would help pave the way for fur- B0 (partially decoupled direct support—see glossary) pay-
ther reforms over time. Direct payments to farmers that are MeNts under Agenda 2000 are projected to rise to 26.3 billion
based on historically fixed formulas for support, and which ~ €Uros by 2008, due to increases in arable crops payments as
are linked to a production-limiting program, are eligible for Well as beef premia (table 11). The EU's set-aside payment

the Blue Box. This category includes the EU’s direct income Under Agenda 2000 will rise because the payment rate per
support (compensatory) payments. hectare for grains increases from 54 euros to 63 euros per

ton. The model results (see Leetmaa and Bernstein in this
g report) show that EU area harvested to grains increases 3
percent relative to 1995-97 levels. The increase in compen-
satory payments for grains is expected to be partly offset by

Finally, the Green Box includes policies that are considere
to be minimally distorting to production and trade, and is
exempt from the reduction commitment. For more informa-

tion, see the ERS WTO Briefing Room declines in payments for oilseeds because; 1) the pay rate per
(va;w.econ.ag.gov/briefing/vvto/) in particular Nelson et al. hectare for oilseeds decreases from 94.24 euros to 63 euros
and Sheffield et al. ' " per ton, and 2) the pay rate per hectare decreases on EU set-

aside land for oilseeds from a current value of 68.83 euros

How will the Agenda 2000 reforms affect the EU’s level of ~ P€r ton to 63 euros per ton (EU Commission, March 1999).

domestic support, as measured relative to its Uruguay i . . : :
Round commitments? The Agenda 2000 package agreed to 1 he best available estimate of the projected increase in EU
in Berlin in March 1999 represents a continuation of the ~ P€€f premium payments is based on the EU Commission’s
shift away from price support towards income support (com- financial impact analysis of October 1998 (EU Commission,
pensatory payments), begun by the MacSharry CAP reformsl_998)’ which will be r_eV|sed later this year to mcorp_orate

in 1992. As such, the Agenda 2000 reforms will reduce the final changes. According to the Commission analysis,

level of the EU's Amber Box price supports and increase the Common Budget outlays for beef will rise 2.0 billion euros
level of its Blue Box income supports. due to increased headage payments. It is necessary to add an

amount representing the decrease in budgetary outlays as a

Market price support is calculated as the difference between '€Sult of the expected reduction in EU export subsidies for
the intervention price and a fixed reference price, multiplied P€€f @s well as intervention storage. These reductions
by the quantity eligible for support. Intervention prices amounted to an estimated 0.5 t_)|II|on euros, bas_ed on recent
under Agenda 2000 and projections of EU production and levels of EU beef export subsidies and intervention stocks.
area harvested from the European Simulation (ESIM) model . )
are used to estimate EU market price support and direct ~ FOr @ transitional period under the Uruguay Round, the Blue
payments in 2005/06. The products analyzed in this article Box is not measured against the domestic support ceiling, so
are grains (including common wheat, durum wheat, barley,
corn, rye, oats, sorghum, triticale, and rice), beef, SMP, and ¢ Although Agenda 2000 repeals several regulations on wine, it does not
butter. These products are selected because they represent §Ig£lflcantly ?Iltzed t_h? Systft{m of I_nte;verglor; 'p”gisis It so the red
P . e curren Intervention price Tor beet Is 3, euro/mt so the reduc-
the majority of the e>§pend|ture on CAP products am_j tion from the intervention price to the basic price represents a decline of 36
because they are of interest to the United States. It is percent. However, the Eldterventionprice is the highest administrative
assumed that price support for products not affected by price for beef and is not reflective of actual market price support in the EU.
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Table 10--Agenda 2000 scenario for AMS in 2005/06

Applied External Eligible Assoc. Total AMS, Total AMS,
Commodity admin. price refer. price production fees/levies Agenda 2000 unchanged CAP
@ @ ©) Q) =[V-QIB) -4
Euros/ton Mil. Tons Million euros

Common wheat 101.3 86.5 99.4 1,473.2 3,070.4
Durum wheat 101.3 148.5 8.9 0.0 0.0
Barley 101.3 67.3 52.7 1,792.9 2,683.2
Maize 101.3 91.9 375 353.3 988.3
Rye 101.3 67.3 6.4 218.9 316.7
Oats 97.2 112.5 6.8 0.0 12.3
Sorghum 101.3 85.7 0.6 9.4 19.1
Triticale 101.3 67.3 3.7 124.3 179.8
Rice 373.8 143.3 1.8 414.9 414.9
White sugar 631.9 193.8 14.2 457.5 5,763.6 5,763.6
SMP 1,746.9 684.7 1.3 1,327.8 1,713.1
Butter 2,789.7 943.3 1.8 3,323.5 4,209.7
Beef 2,224.0 1,729.8 7.5 3,706.5 13,263.5
Subtotal 18,508.0 32,634.6
Other AMS 16,539.0 16,539.0
Current Total AMS 35,047.0 49,173.6

Souce: ESIM and CAP Monitor.

Table 11--EU Blue Box payments in 2005/06 under unchanged CAP
and Agenda 2000 scenarios

Agenda
Commodity 1995/96  1996/97  Baseline 2000
Million euros

Maize 973.0 1,222.8 1,097.6 1,359.2
Other cereals 8,638.6 10,001.2 9,004.4 11,103.9
Oilseeds 2,381.0 2,439.4 2,414.9 1,740.1
High protein crops 522.7 525.0 523.9 487.7
Flax seed 72.4 96.5 84.5 98.5
Durum wheat 948.3 1,827.8 1,351.8 1,439.5
Set-aside land:

Compensation 2,112.1 1,080.6 5,587.2 2,922.3
Beef sector 3,876.6 3,320.9 3,550.8 6,088.8

Suckler cows 2,446.4 2,042.9 2,244.7

Male bovine 1,407.2 1,238.5 1,274.9

Deseazonalization 23.0 395 31.3
Ewe/goats 1,320.8 1,006.6 1,163.7 1,163.7
Total Blue Box 20,845.5 21,520.8 24,778.8 26,403.6

Souce: ESIM and Eurostat.

that countries are deemed to meet their commitment if their
Amber Box price support lies beneath this ceiling. While the
EU’s ceiling will reach 65.1 billion euros from 2000/01
onwards, the EU’s Amber Box is projected to fall to 35.0
billion euros. As long as the transitional provisions apply,
there will clearly be no pressure on the EU’s ability to sup-
port domestic market prices or make compensatory pay-
ments to farmers.

Volume Ceilings Expected To Bind EU
Export Subsidies for Some Products

How does Agenda 2000 affect the EU’s ability to meet its
export subsidy commitments, relative to its ability to do so

subsidized products including sugar, fruits and vegetables,
and olive oil.

Based on EU export subsidy outlays in 1995/96 and

1996/97 (notified to the WTQO), a comparison with final
commitments (from 2000/01) suggests that under the current
CAP policies, the EU's final value commitments would

likely exceed the ceiling for beef, rice, and other dairy prod-
ucts, and could also exceed the ceilings for cheese and poul-
try meat, while the EU’s final volume commitments would
most likely exceed the limits for coarse grains, cheese, other
milk products, beef, and poultry meat.

The ratio of subsidized exports to total exports and the value
of the per unit subsidy as a percentage of product price are
other important factors that determine how binding the EU'’s
export subsidy ceilings are under the current CAP and may
be after implementation of Agenda 2000 reforms. The vol-
ume of EU exports subsidized as a percentage of total—i.e.,
both subsidized and unsubsidized—exports averaged more
than 80 percent for coarse grains, rice, butter, SMP, cheese,
other milk products, beef, and eggs. From the EU’s notifica-
tions, average export subsidies per unit indicate that EU-
world price gaps in 1995-97 were highest in percentage
terms for coarse grains, rice, butter, and beef. Commodities
requiring the highest subsidy per unit (as percentage of price)
indicate that the volume restriction will be most binding.

Agenda 2000’s lowering of intervention prices for grains,
beef, SMP, and butter will result in lower EU market prices,
and lessen the need for export subsidies to bridge the price
gap with world markets. The analysis of Agenda 2000 (see
Leetmaa and Bernstein) concludes, however, that the EU
will continue to need subsidies to export most of its agricul-

under the current CAP? The analysis is limited to grains andtural products.

livestock products (including meats, eggs, and dairy prod-
ucts), as Agenda 2000 does not alter the regimes for other
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One effect of Agenda 2000 on the EU’s WTO commitments
is that under the lower intervention prices, the URAA vol-
ume restrictions will play an increasingly important role in
limiting the EU’s use of export subsidies. The lower Agenda

its value ceiling. This will happen most quickly for barley,
SMP, pork, and cheese, but also for the remaining subsi-
dized products.

2000 prices will reduce the average export subsidy value pergey Enlargement Has Only Marginal Effect

unit for those products directly affected under the reform
package, as well as pork, poultry, and eggs through lower
feed costs. The trend of volume restrictions being most
binding compared to value restrictions was already observ-
able in the 1995-97 EU naotification data for grains, meats,

on WTO Commitments

Extension of the CAP in its current form to countries of
Central and Eastern Europe (CEE) is expected to result in
higher production of most commaodities compared to the

and dairy products, and this trend will be accentuated under CEE countries outside of the CAP because of higher CAP

Agenda 2006.

The estimates suggest that for wheat and eggs, the EU will
need no or minimal export subsidies because of high world
prices for these commodities (table 12). For other products,
however, the EU will still require subsidies to export at least
a portion of production. The highest dependence on export
subsidies, in terms of both volume and value per unit, will
be for coarse grains, rice, butter, and beef. In 1995-97,
nearly the entire quantity exported of these products relied
on export subsidies. After Agenda 2000 reforms are imple-
mented, the estimated average subsidy as percentage of
product price ranges from 10 percent for barley to 75 per-
cent for rice. To a lesser extent, the EU will also remain
dependent on export subsidies for SMP and cheese, which
in 1995-97 were highly subsidized in terms of the percent-
age of total export volume, but which were given a low

prices. These production increases may be difficult to absorb
internally, placing pressure on EU internal prices and thus
the EU’s ability to meet its domestic support and export
subsidy reduction commitments. How are these issues
resolved under Agenda 2000’s changes to the CAP? The
accession of Poland, Hungary, and the Czech Republic—
the largest producers slated for early accession—could allow
the EU to export more product without subsidy for some
products under the Uruguay Round, but the overall effect is
marginal. Although EU domestic support levels will

increase as a result of enlargement, the EU is expected to
remain far below its AMS ceiling, thanks in part to lower
prices under Agenda 2000.

The impact of the membership of Poland, Hungary, and the
Czech Republic is calculated vis-a-vis the EU’s Amber and
Blue Boxes, using ERS enlargement scenario modeling

average subsidy expressed as a percentage of product priceresults for 2005/06 for principal commodities (grains,

Based on calculations of post-Agenda 2000 per unit export
subsidies, the volume commitment is estimated to be
exceeded first for all products except rfde. other words,

at the lower per unit subsidies required to export under
Agenda 2000 prices, the EU is expected to meet its volume

oilseeds, meats, and eggs) and 1996 production data for
non-modeled products that are significant to the analysis
(butter, SMP, sugar, apples, and tomatoes). One additional
assumption required is about the terms of accession, which
are still uncertain. It is assumed these CEE countries will
benefit from the CAP’s arable crop compensatory payments

ceiling before it can spend the total amount permitted under and the various beef sector premia.

8 High world prices for grains in 1996-97 also influenced this result.
9 Calculations are available from author upon request.

Poland, Hungary, and the Czech Republic’s membership in
a CAP reformed by Agenda 2000 is estimated to result in
4.1 billion euros of additional Amber Box market price sup-

Table 12--Average export subsidy per unit: Comparison of 1995/96-1996/97 to Agenda 2000

Commodity 1995 1996 Agenda 2000 1995 1996 Agenda 2000
Euro per ton Percent of price
Wheat and flour 43 22 0 29 16 0
Barley 46 33 15 34 27 15
Oats 46 33 15 31 26 16
Rice 1/ 342 319 330 77 79 78
Butter/butter oil 1,750 1,999 1,382 53 61 50
Skim milk powder 584 631 299 28 31 17
Cheese 1,036 675 396 29 18 12
Bovine meat 1,478 1,297 874 56 51 42
Pigmeat 266 249 161 19 15 11
Poultry meat 277 182 167 23 13 13
Eggs 136 102 22 14 9 2

1/ As Agenda 2000 does not affect the intervention price for rice, it is assumed that the average export subsidy per unit remains constant.
Intervention prices are used for grains, SMP, and butter. The beef price is estimated to fall 20 percent below the 1995-97 market price. Pork, poultry, and egg
prices are estimated to fall 5-8 percent (due to lower feed costs) relative to the 1995-97 base period.

Souce: Agenda 2000 scenario results.
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port (table 13) and 3.0 billion euros of Blue Box direct pay- CEE countries, creating excess supply on the enlarged EU

ments (table 14). The additional Amber Box support mostly market in need of disposal.

comes from CEE production of grains, butter, apples, and

sugar. This results in a projected EU-18 AMS of 38.3 hillion Except for 1995 when Hungary overshot its export subsidy

euros that falls well below the combined EU-18 ceiling, commitment for corn, WTO notifications indicate that all

estimated at 68.5 billion euros (based on exchange rate pro-three countries have applied export subsidies for nearly all

jections). Therefore, EU enlargement has a negligible effect products far below their ceilings. Combined CEE export

on the EU’s ability to meet its URAA domestic support ceil- subsidy ceilings are highest for meats, followed by those for

ing. (Effects including the Blue Box are discussed in the fol- fruits and vegetables (table 15). The CEE allowances could

lowing section on “WTO Pressures for EU Policy Change”.) more than double an enlarged EU’s ceiling for fruits and
vegetables, and could significantly increase the EU ceilings

What effect is the prospective enlargement to include the  for pork and poultry meat. For grains, however, adding the

CEE countries expected to have on the EU’s ability to meet CEE ceilings to the existing EU-15 ceiling has little effect.

its export subsidy commitments? For products not subject to For dairy products, only the EU’s export subsidy ceiling for

intervention, the issue is whether enlargement gives the EU SMP will increase significantly (roughly 50 percent).

more or less flexibility in using export subsidies. For prod-

ucts subject to intervention, enlargement also has the poten-When the EU enlarges to include CEE and other Eastern

tial to aggravate intervention stocks. High EU intervention  countries, the EU’s export subsidy ceilings will be increased

prices could stimulate supply and depress demand in the by the amount of the acceding countries’ ceilings, net of

Table 13--Amber Box under Agenda 2000 and enlargement for CEE countries

Applied External Total market

Commodity admin. price refer. price Poland Hungary Czech EU-18 price support

@ (@) (©) = [(V-AT*B)

Euros/mt. Million tons Mil. euros

Common wheat 101.3 86.5 9.1 5.1 4.0 18.2 269.7
Durum wheat 101.3 148.5 0.0 0.0
Barley 101.3 67.3 34 14 25 7.3 248.3
Maize 101.3 91.9 0.2 55 0.2 5.9 55.9
Rye 101.3 67.3 7.0 1.7 0.3 8.9 301.9
Oats 97.2 112.5 1.7 0.3 1.9 0.0
Sorghum 101.3 85.7 1.7 17 26.2
Triticale 101.3 67.3 7.0 1.7 8.6 293.4
Rice 373.8 143.3 0.0 0.0
White sugar 1/ 631.9 193.8 0.4 0.6 0.7 17 735.2
SMP 1,746.9 684.7 ? ? ? 0.0 0.0
Butter 2,789.7 943.3 ? ? ? 0.0 0.0
Beef 2,224.0 1,729.8 0.4 0.1 0.3 0.9 425.0
Subtotal 2,355.6
Other AMS (assumed 5 percent increase from EU-15) 827.0
Total Current AMS, EU-18 3,182.6

1/ Sugar production data are for 1997, taken from CEE statistical yearbooks. Sugar beet production is multiplied by 16 percent sugar yield and multiplied by
92 percent average extraction rate to arrive at white sugar production.

Souce: CAP Monitor and CEE statistical yearbook.

Table 14--Estimated Blue Box payments under Agenda 2000 in the CEE countries

Arable crops Beef
EU-15 CEE

EU-15 CEE comp. comp. CEE
Arable National grain comp. CEE EU-15 payments payments Blue Box

base area  compens yield payments slaughter  slaughter in 2005 estimate total
1) (2 3 AH=(D*2)*(3) ©) (6) ) B)=[BYON(7)  =(4)+(8)

Mil ha. Ecu/ton Tons/ha. Mil. euros Mil. head Mil. euros

Poland 9.1 63.0 2.3 1,318.6 2.8 28.3 6,088.8 605.6 1,924.2
Hungary 3.3 63.0 2.3 478.2 1.0 28.3 6,088.8 215.0 693.2
Czech Republic 1.9 63.0 2.3 275.3 0.6 28.3 6,088.8 136.3 411.6
Total CEE 2,072.1 956.9 3,029.0

The 2005/06 projections of production are made under the assumption of no CAP membership. Because CAP membership is expected to result in higher
production of most commodities, these projections provide a conservative estimate of the increase to the EU s Blue Box as a result of CEE accession.

Souce: Economic Research Service, USDA.

40 O The EU’s CAP: Pressures for Change/WRS-99-2/October 1999 Economic Research Service/USDA



subsidized trade between the EU and GEBo analyze the importers of barley and other coarse grains (nearly 1 million
impacts for both non-intervention and intervention products, tons). While enlargement is estimated to actually reduce the

model projections of CEE exports are compared to addi- ~ EU's export subsidy ceiling for coarse grains by almost 0.3
tional export subsidy ceilings that the EU would acquire as amillion tons (due to the fact that most EU coarse grain
result of enlargement, net of historically subsidized EU exports to the CEE countries are subsidized), the CEE coun-

exports to the CEE countries. Given the result (see previous tries are projected to remain net importers of more than 0.8
discussion on export subsidies) that the EU’s volume ceil- million tons in 2005/06, so that the EU will have more flexi-
ings are expected to bind first under Agenda 2000, the bility meeting its commitment for coarse grains. On the other
analysis focuses on an enlarged EU's volume ceilings. Net hand, enlargement is likely to give the EU less flexibility in
exports are used for relatively homogeneous products like meeting its beef ceiling: projected gross CEE exports of beef
grains, SMP, butter, and eggs, while gross exports are used are more than 70,000 tons over the additional EU export sub-
for heterogeneous products like meats. Results are listed in sidy ceiling, net of subsidized trade. Although CEE beef pro-

table 16. duction is restrained through the adoption of EU dairy quo-
tas, large price increases drive down consumption, creating
Non-intervention products (pork and poultrylEU prices for greater CEE surpluses.

pork and poultry are not much higher than world market lev-

els and only high-cost EU producers require export subsidies For dairy products, the CEE countries will be subject to milk
for these products. The question is whether the CEE countriegroduction quotas under the CAP, which effectively limit

can remain low-cost producers after accession (see Cochranegrowth in their production of SMP, butter, and cheese.
article). CEE ceilings for pork and poultry, net of historically  Although CEE exports were mostly unsubsidized in 1995-97,
subsidized trade, are less than projected export levels, with  the high EU price for SMP will increase the reliance of Polish
the potential to give the EU less flexibility in meeting its and Czech exports on subsidies. Because CEE surpluses of
commitment. However, if the CEE countries remain low-cost SMP and butter exceed their volume ceilings (none of the
pork producers and do not require export subsidies (asis  countries has a ceiling for butter), it is expected that CEE
presently the case), the ceilings will add a measure of flexibil- accession will increase pressure on an enlarged EU’s ability
ity in meeting the EU’s overall commitment. to meet its SMP and butter export subsidy commitments.

Intervention products (grains, beef, SMP, buttef.is likely Other products (fruits and vegetables)ith respect to
that CEE accession will marginally ease the pressure on an fruits and vegetables, combined CEE ceilings exceed that of
enlarged EU'’s export subsidy ceilings for coarse grains. The the EU. Because the current EU’s ceilings have already
model results show that the CEE countries will remain net  pecome binding, this extra amount should give an enlarged
EU an additional measure of flexibility. However, adoption
of the CAP system of price supports for fruits and vegeta-

10E g., as was done following the 1995 accession of Austria, Finland, and bles is expected to result in higher prices for these products
Sweden.

Table 15--EU-15 and CEE export subsidy volume commitments

Percent change

Commodity EU-15 Poland Hungary Czech Republic EU-18 EU-18/EU-15
1,000 tons
Wheat and flour 1/ 13,826 1,141 66 15,033 9
Coarse grains 2/ 9,126 164 9,290 2
Sugar 1,032 104 32 5 1,173 14
Butter/butter oil 324 324 0
Skim milk powder 222 37 67 326 47
Cheese 286 286 0
Other milk products 3/ 788 15 2 63 867 10
Bovine meat 4/ 728 83 50 860 18
Pigmeat 5/ 359 81 126 10 576 60
Poultry meat 6/ 297 13 111 23 444 49
Eggs 84 84 0
Wine (1000 liters) 1,895 41 4 1,939 2
Fruit and vegetables 727 494 284 9 1,513 108

1/ Cereals and flour for Czech Republic.

2/ corn for Hungary.

3/ commitment for Poland is casein.

4/ includes cattle for slaughter for Hungary.

5/ includes hogs for slaughter for Hungary; "meat" and "meat products" for Poland.
6/ broilers for Hungary; includes poultry products and eggs for Czech Republic.

Source: EU, Poland, Hungary, and Czech Republic WTO Schedules.
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Table 16--Net impact on CEE export subsidy ceilings following enlargement, 2005/06

Minus Net change
subsidized in EU-18 Ending stocks, 2005/06
Commodity EU-18 EU-15 CEE EU exports export Compare EU-18 EU-15 Difference
exports exports  Difference ceilings to CEE 4/ subsidy ceiling (3) to (6)
1) 2 E=Mm-@ @& (5) (6)=(4)-()
1,000 tons
Barley 1/ 6,715 7,168.5 -454 82 297 -215 more flexible 7,788 7,052 736
Other coarse 607 990.0 -383 82 123 -41 more flexible 14,625 13,848 77
grains 1/
SMP 2/ 162 104 0 104 less flexible 0 0
Butter 3/ 41 0 2 -2 less flexible 0 0
Beef 759 574.0 185 133 18 115 less flexible 310 220 90
Pork 1,527 888.8 638 217 19 197 potentially less flexible 319 239 80
Poultry 1,048 903.2 145 147 10 136 potentially less flexible 305 260 45
Eggs -223 20.8 -244 il more flexible 64 35 29

1/ The EU has a combined ceiling for barley and other coarse grains. Thus for accounting purposes, the CEE ceiling is split evenly across the two products.
2/ CEE exports of SMP are averaged for 1995-96 in column (3), using export subsidy notification data (ES:1 Total Exports).

3/ CEE exports of butter are from statistical yearbook data.

4/ Subsidized EU exports to CEE are calculated as total EU exports to CEE (source: UN trade data, average 1995-97) multiplied by the ratio of subsidized to
total EU exports of the given product (source: EU export subsidy notifications for 1995-96). Net exports for grains, dairy products, eggs; gross exports for
beef, pork, poultry.

*** Czech Republic has 23,000 tons combined for poultry meat and eggs.

Souce: Economic Research Service, USDA.

in the CEE countries, so that subsidies may be required for Where do Agenda 2000 and prospective eastward enlarge-

Polish, Hungarian, and Czech exports. ment place the EU in terms of its ability to agree to further
agricultural trade liberalization? There is not expected to be

WTO Pr res for EU Poli hanae an S|g_n|f|cant expansion gf EU |mport§, S0 that.substant|al EU
O Pressures for EU Policy C 9 d tariff reductions from final URAA bindings will be needed

Implications for the Next Round for dairy, beef, pork, and eggs before an increase can be
The EU’s market access and domestic support commitments expected in EU market access. Except for periods of very
under URAA are not expected to place pressure on EU inter- high world prices, the EU’s reference price import system
vention prices. EU tariffs will remain sufficiently high to for grains will continue to prohibit imports of other than
insulate the EU from world markets, allowing it to maintain ~high-quality grades, such as premium milling wheat and
its intervention prices at Agenda 2000 levels. Additionally, the malting barley. Therefore in the upcoming WTO round, the
persistence of water in the EU’s tariffs results in no expansionEU could agree to large reductions in tariffs across the
of EU market access as a result of URAA tariff reductions, ~ grains, livestock, and dairy sectors.
with the exception of chicken meat. EU domestic support
reduction commitments are easily met, given that Blue Box The EU could also agree to a substantial reduction in its
direct payments are not measured against the ceiling. domestic support ceiling in the upcoming round of trade talks.
The projections show that this reduction could be 50 percent
The EU’s export subsidy ceilings are expected to bind for or greater before the EU would feel any pressure to change its
coarse grains, SMP, cheese, beef, and poultry meat. Howeverdomestic support policies. However, the exempt status of
WTO export subsidy ceilings create pressure on internal bal- Blue Box payments may change in the upcoming round, as
ances only where the EU is faced with the long-term accumu-some countries are calling for an end to this transitional
lation of intervention stocks. According to Agenda 2000 arrangement. On the other hand, the EU’s augmented use of
results from the ESIM model and the analysis, stocks of bar- Blue Box payments under Agenda 2000 is likely to increase
ley, beef, butter, and SMP will fall or come into balance by its reluctance to eliminate the exempt status of the Blue Box.
2006. The accumulation of intervention stocks is expected to The EU’s compensatory payments do not qualify as mini-
be a problem for other coarse grains, particularly rye, mally production-distorting (Green Box), because they are not
although barley consumption will lower stocks. However, fully decoupled from the farmer’s decision to produce, and
because Agenda 2000 price cuts in most cases do not go far therefore will continue to be classified under the Blue Box.
enough to make the EU competitive on world markets, the
EU’s export subsidy ceilings for coarse grains, dairy products, Removing the exempt status of the Blue Box would increase
and beef will limit its ability to tap into new opportunities pressure on the EU's domestic support ceiling. However, if
associated with growing world food demand. Increasing EU  the Blue Box is included in the measurement, it is likely that
competitiveness is frequently cited as a main goal of Agenda the EU would still be able to meet its URAA domestic sup-
2000, and it will likely be evoked in following rounds of CAP  port ceiling, because Agenda 2000 reforms are projected to
reform until price supports are sufficiently lowered. bring the EU’s combined Amber and Blue Box payments
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Estimating Water in EU Tariffs For Selected Agricultural Products

The EU's tariffs for meats, eggs, and dairy products are
examined to determine whether they are prohibitive; i.e.,

larger than needed to make up the difference between the

EU domestic price and the world import price. The EU-
world cif price difference for a product is defined as the
“tariff equivalent,” orT®. The extent to which a tariff is pro-
hibitive can be described as the difference between the
applied tariff, To, and the tariff equivalent, Bt - T¢. This
difference is described as the “water” in the taififf, In
other words, an applied tariff is watery to the extent it
exceeds the tariff equivalent.

Methodology

The methodology used to calculate the “wateriness” of an EU

over-quota MFN tariff for a given year is the following:

1. Calculate the tariff equivalent®Tdefined as the per-
centage difference between the EU domestic price
and a representative world price inclusive of trans-
port costs (where a cif value is not available, a 10-
percent transport margin is added);

. Calculate the water in the tariff¥Tby subtracting
the tariff equivalent from thad valoremover-quota
tariff, T, which is aggregated across sub-products as
a simple average. EU specific tariffs (per kilogram
basis) are converted &l valoremequivalents using
Eurostat import unit values.

. Check the wateriness of the tarif—calculated in (2)
above—by comparing Eurostat import data to TRQ
volumes. The aim is to verify whether in fact the EU
imported only in-quota at the reduced tariff, or over-
quota at the higher tariff. In theory, a watery over-
quota tariff signifies that the tariff was prohibitively
high. Therefore, if the calculation for a product sug-
gests that there was water in the tariff, the import
data for that product should show that the EU did not
import over-quota. For meats, there is another reason
why it is necessary to cross-check a water calculation
with import data. Because the price data for meats
reflect carcass prices at a wholesale or farm gate
equivalent level, some processing costs—such as de-
boning cuts of meat—are not captured in the tariff
equivalent calculation. Another reason it is advisable
to take step (3) is related to the high level of product
aggregation involved in estimating the tariff equiva-
lent. Because a country may have “tariff peaks”
within a given aggregation, the margin of water
could vary by sub-product, it could be importing
some products over-quota but not others. One impli-
cation for the upcoming WTO trade talks: It may be

necessary to reduce some tariffs more than others to
eliminate any margin of water.

Economic Research Service/USDA

4. For Agenda 2000: The water in EU tariffs under
Agenda 2000 is estimated by adjusting EU price pro-
jections to reflect Agenda 2000 price cuts. Changes
in EU pork, poultry, and egg prices reflect price
declines in the ESIM Agenda 2000 scenario relative
to ERS baseline projections. Changes in the EU’s
applied tariffs are the most straightforward part of
the analysis, as they are contained in the EU’s
Uruguay Round commitments. Changes in the tariff
equivalent (i.e., the projected EU-world cif price

gap) depend on EU and world trends in supply and
demand, Agenda 2000 price cuts, and exchange rate
projections. Trends in supply and demand are cap-
tured by the OECD and ERS price projections
through 2004; these prices are then modified by
amounts corresponding to Agenda 2000 price cuts.

Average export refund data from the EU’'s WTO notification
can also be used as a measure of the gap between EU and
world market prices (Tangermann, 1999). However, this ‘
method is less useful, because it doubly underestimates thg
water in the tariff. First, because exporters must factor the gpst
of shipping into their subsidy bids, the export subsidy overeti-
mates the gap between EU and world price. Second, the export
subsidy does not account for the world price fob — cif differ
tial. One way these shortcomings could be addressed is to ub-
tract transport costs for the EU fob-cif price differential and fp
the world fob-cif price differential from the average export s
sidy. Average EU export subsidy data are used in this articld
only as a second check against the results.

Data Sources

Price data are from OECD, the 1999 ERS Baseline, IMF
International Financial Statistics, and the EU Commission.
Import data and import unit values for 1995-97 are compil
from Eurostat. EU applied and bound tariffs are from UNC
TAD. The EU’s TRQs come from country schedule CXL,
notified to the WTO; additional TRQs were compiled from t
EU’s preferential agreements with Central and Eastern
European countries (Europe Agreements), African Pacific
Caribbean countries (Lome Convention), and Mediterranea
countries (Euro-Med Agreements).

price to calculate the wateriness of tariffs for cuts of meat.

Producer subsidy equivalent (PSE) prices are weighted avd
ages meant to capture support across an entire sector. Th !
methodology for calculating this weighted average may va l
across countries. Therefore, it is more suitable to use a drd

weight market price.
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below this level. Because the last two rounds of CAP reform EU CommissionThe Agricultural Situation in the European

have reduced market price support more than they have Union: 1997 ReportBrussels, 1998.

increased direct payments, further CAP reform along those

lines would have the same effect of reducing the overall

level of EU domestic support. If the EU further reduces its . . i »

applied administered prices for major commodities such as gommcljn ?gggultural Policy, Agenda 2000: 2000-06,

grains and dairy, the EU could agree not only to making the Fusseis, )

Blue Box non-exempt, but also to a certain reduction in its  Ey Commission DG VI, “Berlin European Council: Agenda

domestic support ceiling. 2000, Conclusions of the Presidendygriculture
NewsletterBrussels, March 1999.

EU Commission, “Evaluation of the Financial Impact of the
Commission Proposals Concerning the Reform of the

In the area of export subsidies, it appears that although the
EU’s volume ceilings may be binding for a number of prod- EurostatEU External Trade DataBrussels, 1995-97.

ucts, they will present a real problem of chronic excess sup- International Monetary Fundhternational Financial

ply in grains only for rye. Given the projection of rising rye Statistics Washington, D.C., April 1999
intervention stocks, this WTO pressure may require further T '
cuts in the EU'’s grains intervention price, or a departure Landes, M., edinternational Agricultural Baseline

from a unified grains price by lowering the rye price. On the Projections to 2008USDA ERS, Washington, D.C.,
other hand, the EU will likely be able to agree to substantial forthcoming 1999.

reductions in its export subsidy ceilings for wheat, pork,
poultry, and eggs. Although the EU will continue to require
export subsidies for beef, the projections show a roughly bal-
anced EU market for beef, indicating that the accumulation
of unexportable intervention stocks is not on the horizon.

Leetmaa, S., “EU Export Subsidy Commitments Not Yet
Binding, But Future UncertainEurope: Situation and
Outlook SeriesUSDA ERS, WRS-97-5, Washington,
D.C., December 1997, pp.13-16.

_ Leetmaa, S., “Export Subsidy Commitments: Few are
The prospective EU enlargement to Poland, Hungary, and  Binding Yet, But Some Members Try to Evade Them,”
the Czech Republic does not greatly alter the picture. With  aAgriculture in the WTO: Situation and Outlook Series,

respect to domestic support, the combined increase in EU USDA ERS, WRS-98-4, Washington, D.C., December
Amber and Blue Box support is greater than the CEE com- 1998, pp.21-26.

bined final AMS ceilings of approximately 3.4 billion euros
(based on 1999 USDA Baseline exchange rate projections). Morath, T., “TRQs Have Little Impact on EU Imports,

If the Blue Box is measured against the EU’s AMS ceiling, While CEE May Benefit,Europe: Situation and Outlook
the CEE accession could make it somewhat more difficult Series USDA ERS, WRS-97-5, Washington, D.C.,

for an enlarged EU to meet its URAA domestic support December 1997, pp. 4-12.

commitments, as combined EU Amber and Blue Box sup-
port, at 68.4 billion euros, is expected to be very close to the
final ceiling of 68.5 billion euros.

Nelson, F., Young, C. E., Liapis, P., and Schnepf, R.,
“Domestic Support Commitments: A Preliminary
Evaluation,”Agriculture in the WTO: Situation and

. . . Outlook SeriesySDA ERS, WRS-98-4, Washington,
Enlargement to CEE is expected to give the EU more flexi- D.C., December 1998, pp.14-20

bility in meeting its export subsidy ceilings for coarse

grains, but it could increase pressure on the EU’s export OECD, “Medium-Term Outlook For Meat Markets,”
subsidy ceiling for beef, dairy products, pork, and poultry. February 1999.

For market access, acceding CEE countries will adopt the y . . ”
EU’s tariff schedule. The most important implication for the OECD, “Medium-Term Outlook For Dairy Markets,
United States and other trading partners will be to negotiate December 1998.

compensation for exports lost to acceding countries as a Sheffield, S., Leetmaa, S., and Madell, M., “EU Looks to

result of higher tariff bindings. Compensation, if properly Boost Competitiveness of Grain Sector, Prepare For Next
calculated, should have a neutral effect on U.S. exports. WTO Round,” USDA/ERSEurope: Situation and
Outlook SeriesWRS-97-5, Washington, D.C., December
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Consumer Concerns Elicit Policy Changes

Issues relating to the safety and quality of food, as well as issues related to the way that food is
produced, are leading to policy changes in the EU that have implications for agricultural produc-
tion and trade. Consumer concerns and the policy changes they are bringing about also
promise to complicate the outcome of policy reforms brought about by market pressures.
[Lorraine Mitchell (Imitchel@econ.ag.gov) and Mary Anne Normile (mnormile@econ.ag.gov)]

EU consumer concerns about the quality and safety of their ..« 17-.consumer survey results on food safety issues

food have been documented repeatedly in consumer surveys sgue Percentage
(table 17), and encompass such diverse issues as pathogen: Consumers who listed food safety as a consumer

pesticides, biotechnology, and animal welfare. Consumer safety concern 68
preferences in this area generally fall into two categories: ~ Consumers who said absence of pesticides is an

concerns about food safety and quality, and concerns about _indicator of food safety 54

Consumers who said absence of hormones is an
indicator of food safety 56
Consumers who said the term "organic" should apply

the methods of food production. This article does not
attempt to determine whether the consumer concerns are

valid, but rather looks at the reasons for them and the ways 4 foods grown without chemical pesticides 81

in which they are effecting EU policy changes, which in Consumers who said food from crops produced with

turn have implications for trade. biotechnology should be labeled 86
Consumers who would like a "GM-free" label 77

Reasons for Consumer Concerns Source: Eurobarometre 49.

Product Concerns other plant protection products in its intensive conventional
agriculture. Pesticide application rates (measured by kilo-
grams of active ingredient per hectare) are higher in the EU
than in the United States. Consumer concerns regarding pes-
ticide contamination may be contributing to increased sales
of organic produce. Growth in sales of organic products in
the EU has averaged between 25 and 30 percent per year in
the mid-1990s (table 18). This is comparable to the United
States, where the average annual growth rate in organic
sales has been 24 percent during the 1990s (Thompson,
1998). The EU Consumer Committéand the

Transatlantic Consumer Dialogdéave expressed concern
about the use of antibiotics in animal feed, as a medical
journal has suggested a link between this use and the grow-
ing number of antibiotic resistant strains of bacteria
(Consumer Committee comments, 12/8/98, New England
Journal of Medicine, 1999). A recent food quality control
scare occurred in Belgium, where an animal feed manufac-
turer sold feed that was contaminated with dioxin. Almost

all animal products had to be removed from the shelves in
Belgium, and cabinet-level resignations occurred (London
Independent, 6/9/99).

Consumer concerns regarding food safety can be traced to
recent microbial or disease outbreaks, including of salmo-
nella, listeriat! and, most importantly, Bovine Spongiform
Encephalopathy (BSE), or “Mad Cow Disease.” Whether
concerns for the safety of the food supply are justified, EU
consumers have changed their consumption behavior in
response to these outbreaks. Poultry and egg consumption
declined following the early 1990s salmonella outbreak
(Western Europe Agriculture and Trade Rept&90). Beef
consumption in the EU fell immediately following the BSE
scare and has not recovered to the pre-crisis trend level.
Consumer surveys have reported that some consumers are
responding to the BSE scare by eliminating or reducing beef
from their diets, and others found that consumers had low
confidence in the safety of fresh meat (Demoskopie
Allensbach, 1996; Gallup, 1996; Eurobarometre 49, 1998).
Beef’s share of EU consumer expenditures is projected to
remain depressed due to concerns about BSE (Burton and
Young, 1996). The protracted decline in beef consumption
has contributed to beef surpluses that create pressures for
beef policy reform.

In addition to disease outbreaks, European consumers worry; ————. ) - .
P yle consultative committee to the European Commission. It comprises rep-

about external contaminants like pesticide residues (see resentatives of Europe-wide, national and regional consumer organizations.

table 17). Europe uses substantial amounts of pesticides an(? The Transatlantic Consumer Dialogue (TACD) is a forum of 60 U.S. and
EU consumer groups established in the context of the Transatlantic
Economic Partnership to provide a formal mechanism for U.S. and EU
consumer representatives to have input to bilateral political negotiations

11| jsteria monocytogenes is a bacterium found mainly in meat and unpas- and agreements. The TACD develops joint consumer policy recommenda-

teurized milk and milk products that can cause illness or death in humans tions to the U.S. government and the European Union to promote the con-
(Buzby et al, 1996). sumer interest in EU and U.S. policy making on transatlantic trade issues.
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Table 18--Sales of organic products in the EU and selected member Process Concerns
countries, various years

Country Organic products share Annual growth in In addition to concerns related to the (real or perceived) safety

of total sales organic sales and quality of food, some consumers and pressure groups have
Percent voiced concern over the methods of food production.

France 0.3 NA Consumers are concerned with the effect of food production

UK. 1 40 on the environment, animal welfare, and the perceived benefits

Austria 2 NA of the rural way of life and other rural amenities.

Denmark 3-4 100

EU NA 25-30

Increasingly, purchasers want some assurance that their food
Sources: New Statesman, 1998; Thompson, 1998; FAS, 1998; London is not being produced in ways that create social damage.
Independent. 3/99; Michelsen. 1996; Lohr. 1998. Europeans express concerns about the effects of high EU
. pesticide use, fertilizer, and animal waste runoff into water
is an . o :
supplies on wildlife and human health and life (EU
fConsumer Committee comments, 12/98). EU consumers
also fear the possibility that genetically engineered plants
could result in the spread of herbicide-resistant weeds
(Official Journal of the European Communities, C 284,
9/14/98).

Many consumers feel that the “absence of hormones
indicator of food safety (table 17), despite the fact that hor-
mones occur naturally in many foods. In the late 1980s, bee
consumption declined following discovery of DES (a car-
cinogenic growth promotant) in German calves and an out-
break of illness among consumers in Spain who ate meat
illegally treated with concentrated injections of hormones
(Western Europe Agriculture and Trade Rep@@90). The

EU has responded to these episodes by banning the use of
hormones in domestic livestock production and banning the
import of meat from cattle treated with hormones in any
way, even using controlled applications. The EU position
has been that the growth hormones are unproven over the
long term, and that more safety studies should be done. The
ban has created a lengthy dispute between the EU and the
United States, culminating in a recent ruling by a WTO
panel that there is no scientific justification for the ban.

Consumers in Europe have become increasingly concerned
about the conditions under which farm animals are held,

and many laws have been enacted to improve animal wel-
fare. Surveys have reported that consumers are willing to
pay for the higher costs associated with some of these regu-
lations (Gallup poll). In 1996, 51 percent of British con-
sumers surveyed reported that they had bought free-range
eggs or chickens in the previous 12 months (MORI poll).
The EU has included addressing the animal welfare issue as
one of its objectives in the next round of multilateral agri-

Consumers have also expressed concern about food crops cultural negotiations.

that have been genetically engineered. Some have suggeste
the possibility that placing new genes in plants might result
in unforeseen allergens or adverse health effé@sientists
consider genetically engineered foods that are currently on
the market to be safe for human consumption. Nonetheless,
European consumers fear possible unknown risks. Opinion
polls of the public’s reaction to transgenic crops have
yielded varying results, but public approval of biotech crops
in the EU is on average lower than that indicated by similar EU Government Policies Related
polls in the United State$/flling and Baking News1997, To Consumer Preferences
Washington Post1999). In several EU countries, many ]
supermarket chains and some large food processors have 1€ aforementioned concerns have been exacerbated by EU
announced that they are eliminating biotech products from consumers’lack of trust in government institutions. Public
their in-house brands. trust in European food safety institutions has been weakened
by the UK government’s handling of the BSE crisis, during
Some food industry officials have credited the concern over which it gave unjustified assurances that the beef supply
crops produced with biotechnology, in addition to the con- was safe, and the Belgian government’s handling of the
cern about pesticide residues, with increasing demand for  dioxin crisis, which involved long delays in informing the
organic food in Britain (London Independent, 3/8/99). public. Because it is difficult to observe the government
Organic food still accounts for a very small percentage of  increasing food safety, the government’s ability to facilitate
the total food market (ranging from less than 1 percent to 4 transactions by providing safety depends on its reputation
percent of total sales for selected EU member countries), bufor being able to do so. Repeated discovery that products the
that share is rising rapidly (table 18). government claimed were safe were actually dangerous will
damage the government’s reputation. Consumer polls sug-
gest that many EU consumers lack trust in government
14 Some consumers’ concerns have centered around the environmental authorities to assure them of food safety and have more con-
impacts of genetically modified crops, which will be discussed below. fidence in consumer associations (Eurobarometre 49). The

gome research indicates that Europeans are willing to pay to
maintain their rural countryside, small farms, and small vil-
lages ( Hackl and Pruckner, 1997). The persistence of the
CAP, despite high budget costs and high food prices, may

be a testament to consumers’ acceptance of these burdens as
a means of achieving their desired social outcomes.
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demands for safe, high quality foods produced in a socially adverse consumer reaction to such products affect U.S. trade
optimal way are already beginning to manifest themselves inis uncertain. Crops for which there are currently varieties

policy changes. produced with biotechnology, largely soybeans and corn, are
mostly exported to the EU for animal feed, and only a por-
Consumer Information tion of soy and corn byproducts is used in processed foods.

Retailers, regulators, and consumer groups have interpreted
the regulations to mean that some byproducts probably do
not have to be labeled, because they do not contain modified
DNA or proteinst® However, concern about consumer
demand, and the possibility of increasing market share by
developing a differentiated product, has prompted retailers
to look beyond the legal requiremedts.

Many products in the EU are voluntarily labeled. For
instance, consumer preferences for foods produced in an
environmentally benign way, or that are based on humane
treatment of animals, can be targeted through labeling, and
many firms have incentives to use this as an advertising fea-
ture. In some cases, European governments have attempted
to provide information through laws that require labeling.

Cases of required labeling in the EU include labeling of Some supermarket chains, food processors and restaurants
foods for additives and labeling for nut content. Because the  the EU are attempting to eliminate biotech ingredients.

EU has not yet mandated comprehensive U.S.- style nutri- - one processor cited a drop in sales and another noted an

tion labeling, the EU Consumer's Committee has recom-  jncrease in calls to consumer helplines as factors influencing
mended nutrition labeling to add to consumer information  their decisions (London Times, 4/28/99; Reuters, 4/20/99).
and choice (Consumer Committee comments 12/98). Some food processors are attempting to eliminate from their
food products all byproducts from biotech crops (even those
Also under the heading of consumer information, the that need not be labeled according to retailers’ interpretation

European Commission has undertaken an EU-wide food  of the law) , suggesting that the EU standards for labeling
safety campaign, mostly in the form of consumer education faj| to satisfy some EU consumers.

about handling practices (FAS GAIN Report, 1998). The EU

is also trying to use consumer associations in designing the 1o accomplish this, some European food processors have
campaign and as advisors to the public. The establishment gjther removed soy and corn from their foods, or they have
of national food safety agencies has been proposed in the pegen ordering conventionally grown soybeans from some
current legislative agendas in Britain and France. growers in Canada and the United States and from Brazil.

. ~ Soybeans, however, are an important source of protein for
The EU has also mandated labeling for foods that contain  jivestock. If Brazil approves genetically engineered soy-

crops produced with biotechnology. Genetically engineered peans for commercial production, it will be difficult for the

varieties must cross three hurdles to be sold in the EU: EU to obtain conventional soy in the quantities needed for
labeling, acceptance by consumers, and EU Commission || yses. In 1997, the EU purchased 94 percent of its soy-
approval. As of September 1998, EU firms have been bean imports from the United States, Brazil, and Argentina
required to label any foods that contain modified DNA or (3150 a producer of genetically engineered soybeans), and 98
proteins from crops produced with biotechnology (see percent of its soybean meal from these same three

Council Regulation (EC) 1139/98). Surveys indicate that  countriest® EU processors will need to pay premia for soy
most EU consumers desire such labeling (table 17). grown from conventional varieties and identity-preserved

throughout the handling, distribution, and shipping process.

Although EU labeling law has been in effect for over 1 year, some processors have already paid premia for identity-pre-
the EU has only recently (October 1999) proposed a mini-  gerved conventional varieties.

mum threshold for mandatory labeling of 1 percent of the
bioengineered content of each ingredient in a product. Even In addition to consumer concerns, the problem that the EU
if a product is initially not a genetically engineered variety,  has not approved some varieties of crops produced with
intermingling of even small amounts—which could result, biotechnology is also worrisome for U.S. exporters. The EU
for instance, if the conventional product is transported in the has a lengthy approval process for testing and cultivation of
same trucks previously used for a bioengineered variety—  crops produced with biotechnology in the EU and also for
could cause the product to test positive for the presence of sale for import and final consumption (see Regulation
bioengineered crops and to therefore need to be labeled. The258/97 and Regulation (EC) 90/220) . In 1998, a number of
lack of standardized testing for bioengineered crop content varieties of genetically engineered corn approved and grown
can also produce inconsistencies in test results. There is alsan the United States had not yet been approved by the EU.
some confusion over which processed products contain mod-The approval process has slowed even more (no new
ified DNA or proteins and which do nét. approvals have been made since April 1998), and the EU
does not plan on approving any new varieties in the near
The extent to which labeling crops produced with biotech-
nology, and the food products that contain them, and the

16 Discussions with retailers, MAFF official, newspaper articles.

P ) i ) o 17 Conversation with Prof. Maury Bredahl.
15 Information from discussions with a retail firm. 18 Source: EU Eurostat trade data.

Economic Research Service/lUSDA The EU’s CAP: Pressures for Change/WRS-99-2/October 1999 0O 47



Table 19--Importance of EU market for U.S. exports of selected crops and products having genetically modified varieties, 1997

Products from crops Value of U.S. Share of total U.S. Share of U.S. Share of Share of total

having transgenic varieties exports to EU agricultural exports exports of the U.S. total EU imports
to EU given product agricultural exports of productl/

Million $ Percent

Soybeans 2,472.7 27.16 33,51 4.32 54.34

Soybean oil 3.7 0.04 0.63 0.01 1.64

Soybean meal 371.8 4.08 19.94 0.65 10.05

Corn 191.0 2.10 3.69 0.33 61.56

1/ EU product categories differ slightly from those used to generate other columns.

Sources: U.S. FATUS Trade data; Eurostat EU Trade data.

future, as it is planning on revising its laws (BBC News, goods. As traditional trade barriers like tariffs decline, these
June 25, 1999). Additionally, some EU countries have non-tariff barriers take on greater importance in influencing
banned the import of some genetically modified crops, trade flows, and are likely to spawn more trade conflicts.

despite EU approval (Reuters, 10/5/98).

When trading partners have different product standards,
Even if imports are allowed, cultivation of genetically engi- trade conflicts can arise. Trading partners may question
neered crops is very controversial. Trial plots of transgenic Whether a product safety standard 1) actually reflects safety
crops have been vandalized in Great Britain, and France hasconcerns, and 2) represents the least trade-distorting method
declared a partial moratorium on cultivation of genetically ~ Of dealing with the consumer information concerns. In the
engineered crops ( Chemical Week, 12/9/98). If EU farmers EU. consumer groups and domestic producers have some-
are denied access to crop varieties produced with biotech- times joined forces to press for product regulations that will
nology, production in the EU will be affected, and thereby exclude imports that don't have to meet domestic standards,
trade. If genetically engineered seeds turn out to be lower in@s when German environmental groups and automakers
cost to cultivate, costs of production of conventional crops joined together to demand catalytic converter requirements
in the EU could remain higher than they would be with for cars s_ol_d in the !EU (Vogel, 1995). This phenomenon can
genetically engineered seeds, giving exporters such as the Make it difficult to discern whether consumer concern,
United States an advantage in sales to third countries. The desire to protect the domestic market, or both provide the
higher relative cost of grain to EU livestock producers could Motivation for the regulation.

also affect the competitiveness of EU meat exports. )
The EU’s ban on beef from hormone-treated cattle is an

example of a product standard policy that has had a signifi-
cant trade impact. The WTO has ruled that the ban is incon-
Another way in which EU governments are regulating prod- sjstent with the EU’s obligations under the WTO, and that
ucts in the food chain is through the development and the EU must allow the import of the beef. The EU has
enforcement of standards. In theory, one purpose of govern-refysed to bring its policy into compliance with the ruling,
ment-imposed standards is to reduce the costs of transac-  and the United States and Canada have been authorized to
tions by ensuring that all firms that are allowed to market a \ithdraw negotiated trade concessions. The EU has also
product have met a set of standards, so that consumers no pequn to impose severe limits on the use of some antibiotics
longer need to search, producers no longer need to signal, in rajsing livestock. If a country imposes costly restrictions
and uncertainty is reduced (Bredahl 1998). However, in on its own producers, costs rise for its firms. The domestic

practice, standards can also increase costs as firms and the products could be at a disadvantage, giving rise to pressure
government must undergo the expense of compliance, verifi-to enact protectionist legislation.

cation, and enforcement of the standards.

Product Regulation

. . , Process Regulation
Regulations aimed at food safety and quality could expose

the EU to challenges of those policies that do not meet the Process standards in the EU include, among others, regula-

Trade (TBT)L® especially if requiring conformity to local are sometimes negatively contrasted to standards for the

product standards has the effect of unfairly excluding foreign final product, because, while process standards are one way
to achieve social goals, they can, in some cases, have the

effect of arbitrarily banning equally safe production tech-

19 Under the SPS Agreement, WTO members agreed to guidelines govern- hiques. Additionally, process standards require enforcement

ing the use of measures to protect human, animal, and plant life and health @t the site of production, which is costly and difficult to
from foreign pests, diseases, and contaminants. The TBT Agreement sets monitor. In contrast, product standards allow any production

forth disciplines on the use of standards (including labeling requirements), ; ; ; ;
testing and certification procedures, and other non-tariff barriers that can technique that results in a product of a given quality, but

create obstacles to trade. requires inspection of the final product, which also may or
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may not occur.

The EU strictly regulates food processing. For example, all
livestock producers must use a prescribed set of standard-
ized meat-handling procedures. Under the EU’s Third

Country Meat Directive, livestock processing plants in non-
EU countries must adhere to EU standards in order to ship

production costs are high. Additionally, farmers must refrain
from applying pesticide to the land for 3 years in order for
the produce to be considered organic. This requirement
gives a farmer 3 years of high-cost, non-chemical farming
without being able to cash in on the organic premium. Thus,
greater demand for organic produce mostly raises prices,
with only some increase in supply. However, Germany,

product to the EU. The EU blocked the import of some meat Austria, Sweden, and Denmark intend to have 10 percent of

products because production processes did not conform to their farmland organic by next yedrohdon Independent

EU specifications, even though the goods themselves could 3/8/99). Some EU governments have subsidized conversion

be just as safe. A recently-concluded (July 1999) veterinary to organic production and production itself (Weingarten and

equivalency agreement between the EU and the United Frohberg, 1997, Michelsen, 1996).

States (similar agreements have been concluded or are being

negotiated with other countries) establishes a framework ~ Some U.S. producers may benefit from increased European

recognizing equivalency between U.S. and EU sanitary mea-demand for organic produce. Austria, for instance, is import-

sures. Both partners made a commitment to facilitate trade ing some organic rice, nuts, fruits and avocados from the

by reviewing the other party’s export requirements. United States (FAS). Increased European demand for
processed and prepared food could open up opportunities for

The BSE crisis has led to stricter regulation of livestock pro- exports of organic frozen meals based on organic products

duction within the EU. Since the theorized route of trans-  produced in the United States ($&ezen Food Agel/96).

mission of the disease was via feeding meat and bone meal

to cattle, such feeding practices have been banned. Other During the late 1980s, European countries, including those

steps were taken to reduce the spread of the disease, includfrom outside the EU, signed a small flurry of internal treaties

ing banning the sale of all cattle born before June 1996 and dealing with animal welfare, and regulating transport of ani-

selective slaughtering of suspect cattle. The export of British mals and pets. Now, the European Union has decided to ban

beef was banned for several years, and the ban has only
recently been lifted.

Some EU policies that influence production processes fall
outside of the regulatory sphere. The CAP previously
emphasized payment per unit of output, thereby encourag-
ing intensive agriculture and the use of pesticides and fertil-

by 2012 the use of hen cages that are less than 750 sqg. cm,
where the current size is 450 sq. cm. (EU Council Directive
1999/74/EC, July 19, 1999). Such concerns are a possible
area of trade conflict, if these production requirements are
translated into requirements on imports, and the EU’s trading
partners lack similar regulations.

izers (Consumer Committee comments 12/98). The expenseThe EU has made clear that it intends to pursue a program

of the CAP’s per unit payment scheme has put more pres-
sure on the EU to move CAP reform away from emphasis
on yields. In 1992, the EU reformed the CAP to rely less on
per unit payments and more on direct payments. The CAP
reforms adopted under Agenda 2000 would continue this
shift toward partially decoupled payments to farmers, some
of which might be linked to use of environmentally safer
farming practices. If payments to farmers for using more
environmentally friendly techniques were fully decoupled,
they would meet the objectives of both environmental
groups and those reformers who would like to reduce the
overproduction associated with the CAP.

of agricultural policies based on a recognition of the “roles
agriculture plays in the economy, in the environment, in
society, and in preserving the countryside,” a concept widely
referred to as multifunctionality (EU DGVI web site). The

EU will seek to maintain farming throughout Europe, to
safeguard farmers’ incomes to preserve a viable agricultural
sector, and to provide compensation where necessary for
“natural constraints and disadvantages.” Such a program
could put the EU'’s policies in conflict with those of coun-
tries seeking greater disciplines on the provision of trade-
distorting support to agriculture. The Uruguay Round
Agreement encourages these countries to provide support to
meet their agricultural objectives using less-distorting, or

The 1992 reform also allowed member state governments to “green box”, policies, where payments are not linked to pro-

have programs that compensate farmers for “ecologically
sound farming.” Currently, farms involving 30 percent of

Germany’s acreage and 100 percent of Austria’s acreage par

ticipate (Weingarten and Frohberg, 1997). In 1997, the

duction quantities or prices.

Implications of Agenda 2000

Danish government formulated a plan to reduce pesticide usg-ood quality and safety regulations will likely have little

by 50 percent, and began considering a ban on pesticides
(Chemical Weel6/4/97). EU standards for pesticides and

fertilizer in water are strict (Weingarten and Frohberg, 1997).

Other environmental policies focus on organic production.
While the demand for organic food is increasing, organic
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short-term impact on the outcome of Agenda 2000 reforms
for grains. Food quality and safety regulations, by raising
costs to domestic producers, have the potential to change
competitive conditions. However, if the EU market remains
insulated from competition, the net effect of the policies
may be small. Currently, the grain support price cuts are
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Glossary of Agricultural Trade, CAP, and WTO Terms

Agenda 2000A package of reforms finalized in Berlin in
March 1999 intended to prepare the EU’'s Common

Commission.The EU’s official executive body that proposes
legislation and stands for 6 years. The members are homi-

Agricultural Policy (CAP) for enlargement into Eastern nated by member countries and approved by the European
Europe and for the next round of WTO negotiations on agri- Parliament. Each Commissioner is responsible for prepara-
culture. tion of legislative proposals for consideration by the Council
of ministers.
Agreement on AgriculturePart of the Uruguay Round
agreement covering three major areas related to agriculture: Compensatory paymentistituted by the MacSharry
market access, export subsidies, and internal support. The reforms of 1992, these direct payments were intended to
Agreement on Agriculture is one of the 29 individual legal compensate farmers completely for the price reductions of
texts included under an umbrella agreement establishing thethe reforms. Their importance lies in the fact that the trans-
WTO. The agreement is implemented over a 6-year period, parency of farm support was greatly enhanced because such
1995-2000. support was hidden in high prices and not exposed to budget
scrutiny.
Aggregate Measure of Supporn index that measures the
monetary value of the extent of government support to a
sector. The AMS, as defined in the Agreement on
Agriculture, includes both budgetary outlays as well as rev-
enue transfers from consumers to producers as a result of DecoupledPayments to farmers that are not linked to cur-
policies that distort market prices. The AMS includes actual rent production decisions. When payments are decoupled,
or calculated amounts of direct payments to producers (suchfarmers make production decisions based on expected mar-

Country schedulesThe official schedule of each county’s
commitments agreed under the URAA.

as deficiency payments), input subsidies (on irrigation water, ket returns.

for example), the estimated value of revenue transferred

from consumers to producers as a result of policies that dis- De minimis provision.The total AMS includes a specific

tort market prices (market price supports), and interest sub-

sidies on commodity loan programs.

Amber Box PoliciesAn expression that developed during
the GATT trade negotiations using a traffic light analogy to
rank policies. The traffic light analogy was that an amber
policy be subject to careful review and reduction over time.
Amber box policies include policies such as market price

commodity support only if it equals more than 5 percent of
its value of production, and noncommodity-specific support
only if it exceeds 5 percent of the value of total agricultural
output.

Dispute Settlement Body (DSBJhe General Council of
the WTO, composed of representatives of all member coun-
tries, convenes as the Dispute Settlement Body to administer

support, production-based direct payments, and input subsi- rules and procedures agreed to in various agreements. The

dies.

Blue Box PoliciesA popular expression to represent the set
of provisions in the Agreement on Agriculture that exempts
from reduction commitments those payments from produc-
tion-limiting programs that are not wholly decoupled, such
as U.S. deficiency payments before 1996 and EU compen-
satory payments after 1992.

Bound tariff rates, Tariff “binding”. Tariff rates resulting
from GATT/WTO negotiations or accessions that are incor-
porated as part of a country’s schedule of concessions.
Bound rates are enforceable under Article Il of GATT. If a
WTO member raises a tariff above the bound rate, the
affected countries have the right to retaliate against an
equivalent value of the offending country’s exports or
receive compensation, usually in the form of reduced tariffs
on other products they export to the offending country.
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DSB has authority to establish panels, adopt panel and
Appellate Body reports, maintain surveillance of implemen-
tation of rulings and recommendations, and authorize sus-
pension of concession or other obligations under the various
agreements.

European CommunityThe European Community (EC) is
comprised of the European Atomic Energy Community, the
Coal and Steel Community, and the European Economic
Community of which the CAP is the principal component.

European Union.The EU is the EC with the additional
responsibilities conferred upon it by the treaty of Maastricht
which encompasses a common currency and a common for-
eign policy.

Export subsidiesUnder the WTO, payments made on the
condition that goods are exported.
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GMO. A genetically modified organism is a living plant or
animal that has undergone an alteration in some part of its
gene structure in order to modify in a beneficial way a spec-
ified characteristic or trait.

GATT (General Agreement on Tariffs and Tradedn
agreement originally negotiated in Geneva, Switzerland, in
1947 among 23 countries, including the United States, to
increase international trade by reducing tariffs and other
trade barriers. The agreement provided a code of conduct
for international commerce and a framework for periodic
multilateral negotiations on trade liberalization and expan-
sion until superseded by the WTO in 1995.

Green Box PoliciesA popular term that describes domestic
support policies that are not subject to reduction commit-
ments under the Uruguay Round Agreement on Agriculture.
These policies are assumed to affect trade minimally, and

include policies related to such activities as research, exten-

sion, food security stocks, disaster payments, the environ-
ment, and structural adjustment programs.

In-quota (TRQ) tariff. The lower tariff applying to imports
within the limited tariff-rate quota (TRQ) quantity.

Intervention.An EU method of supporting farm prices
through market manipulation by guaranteeing a price at
which all quantities of a commaodity will be purchased.

Market accessThe extent to which a country permits
imports. A variety of tariff and non-tariff trade barriers can
be used to limit the entry of foreign products.

Most Favored Nation (MFN) StatusAn agreement

between countries to extend the same trading privileges to
each other that they extend to any other country. Under a
most-favored-nation agreement, for example, a country will
extend to another country the lowest tariff rates it applies to
any third country. A country is under no obligation to extend

changes in policies, and other related matters as required by
the various agreements.

Over-quota tariff. The higher tariff applying to imports out-
side a tariff-rate quota (TRQ) quantity (i.e., once a TRQ has
been fully utilized).

Preferential tariff. A tariff from which one or more, but not
all, countries benefit within the scope of the bilateral,
regional, or preferential trade agreements (e.g., the Europe
Agreements, the European Economic Area, the Lome
Convention, the Generalized System of Preferences). These
tariff preferences have created numerous departures from
the MFN principle, namely that WTO members should
apply the same tariff to imports from other WTO members.
Thein-quota preferential tariffis that which the EU grants

to specific countries for a limited quantity. Additionally,
under some trade agreements (including the Europe
Agreements) specific countries benefit from tariff prefer-
ences outside their allocated TRQ quantities or from tariff
preferences with no quantitative restriction: Theseoaes-
guota preferential tariffs

“Round”. Refers to one of a series of multilateral trade
negotiations held under the auspices of the GATT for the
purposes of reducing tariffs or other trade barriers. There
have been eight trade negotiating rounds since the adoption
of the GATT in 1947.

Sanitary and Phytosanitary (SPS) Measurd®chnical

barriers designed for the protection of human health or the
control of animal and plant pests and diseases. Under the
Uruguay Round Agreement on the Application of Sanitary
and Phytosanitary (SPS) Measures, WTO member countries
agreed to base any SPS measures on an assessment of risks
posed by the import in question and to use scientific meth-
ods in assessing the risk.

Tariff. A tax imposed on imports by a government. A tariff

MFN treatment to another country, unless both are membersmay be either a fixed charge per unit of product imported

of the WTO, or unless MFN is specified in an agreement
between them.

Non-tariff trade barriers.Government measures other than
tariffs that restrict trade flows. Examples of non-tariff barri-
ers include quantitative restrictions, import licensing, vari-
able levies, import quotas, and technical barriers to trade.

Most-Favored Nation (MFN) tariff.A tariff applied to all
countries that are signatories to the Uruguay RoundirFhe
guota MFN tariffis that for which all countries are eligible
within a fixed TRQ quantity. Thever-quota MFN tarifis
the higher tariff applicable to all countries above the fixed
TRQ quantity.

Notification processThe process by which member coun-
tries report to the WTO information on commitments,
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(specific tariff) or a fixed percentage of valwael (valorem
tariff).

Tariffication. The process of converting nontariff trade bar-
riers to bound tariffs in order to improve the transparency of
existing agricultural trade barriers and facilitate their pro-
posed reduction.

Tariff-rate quota (TRQ).A limited quantity of imports on
which the levy charged is less than the bound tariff rate.

Technical Barriers to Trade (TBT)Refers to regulations,
standards (including packaging, marking, and labeling
requirements), testing and certification procedures, and
other non-tariff barriers that can create obstacles to trade.
Under the Uruguay Round Agreement on Technical Barriers
to Trade (TBT Agreement), WTO members agreed to disci-
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plines on the use of these measures as they apply to both
industrial and agricultural products.

URAA. Uruguay Round Agreement on Agriculture (see
Agreement on Agriculture).

Uruguay Round.The Uruguay Round of multilateral trade
negotiations, under the auspices of the GATT. The
Agreement on Agriculture is one of the 29 individual legal
texts under an umbrella agreement establishing the WTO.
The negotiation began at Punta del Este, Uruguay, in
September 1986 and concluded in Marrakesh, Morocco, in
April 1994.

Variable levy A tax on most agricultural imports imposed
by the EU before completion of the URAA. It was the dif-
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ference between an internal commaodity price and a world
price over a specified period of time to insure that imports
of commodities not bound do not enter the EU at lower than
EU prices.

World Trade Organization (WTO)Established on January

1, 1995, as a result of the Uruguay Round, the WTO
replaces GATT as the legal and institutional foundation of
the multilateral trading system of member countries. It pro-
vides the principal contractual obligations determining how
governments frame and implement domestic trade legisla-
tion and regulations. And it is the platform on which trade
relations among countries evolve through collective debate,
negotiation, and adjudication.
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